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Durables: Producer and Consumer 


Durables expenditures, by both producers and consumers, 
can go down as well as up, as 1954 has shown. This year, 
business purchases of durable equipment have declined from 
1953's all-time high, although they remain far above pre- 
war experience. Similarly, consumer purchases, descend- 
ing from their 1953 peak rates, are high compared with 
prewar standards. 

Does this decline mark the beginning of a retreat from 
untenable heights? What is its significance in the consumers’ 
hard-goods market? 


The evidence as to producers’ durables lies in recent 
levels of business outlays themselves, in the impact these 
outlays are making on industrial capacity, and in the rela- 
tive trends of capacity and output since the war. As to con- 
sumer durables, the relevant facts are the shifting share of 
the consumer dollar going to hard goods; the effects of in- 
come and population growth; and the level of consumer 
stocks of cars and appliances. 


A considered review of current and long-term trends 
in these vitally important durables markets appears in the 
two articles beginning on pages 426 and 432. 


The Stock Market—1929 and 1954 


Even before the postelection bulge in stock prices, there 
had been some inclination in certain quarters to recall what 
happened in Wall Street in October, 1929, and to ask 
whether or not a similar situation is in the making in 
anno Domini 1954. 


The future alone will, of course, give the final answer to 
such queries, but it is clear that there are important differ- 
ences between the situation a quarter of a century ago and 
that now existing. Manipulation of the sort which was 
rampant in the late Twenties is now conspicuous by its 
absence. This market is still basically a cash market, and 
its basic strength derives from the money market and high 
bond prices. Measured in these terms, stock prices are still 
not high in the sense that they were high in 1929. (Page 460.) 


Pity the Poor Forecaster 


The “new year” season brings with it both resolutions 
and forecasts. But the analyst who resolved last year not 
to project uncertain economic trends into the future is in 
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a tight spot for *55 forecasting. While business activity 
rose moderately in September and early October, the rise 
reflects a combination of stability in final demands, and 
improvement in inventory. The mild strengthening which is 
apparent follows the pattern anticipated last spring: declines 
in defense deliveries and capital goods have been offset by 
new highs in private and public construction, with consum- 
er purchasing providing a strong base of demand. The at- 
mosphere is one of balance, and it is possible that “inven- 
tory policy can determine the direction of total activity.” 


For the new year’s forlorn forecaster, one thing is certain: 
nothing is certain. A run-down of the major facts, trends 
and indications available to the anxious analyst is given in 
this month’s Business Highlights starting on page 442. 


Minding Their Own Business 


In the old days, when boss and employee toiled side by 
side at the workbench, problems of management control 
were nonexistent. The employer knew his business firsthand, 
and could plan accordingly. 

But in today’s world of mammoth enterprises, executives, 
who still must “know” their business, have to depend on in- 
formation assembled and passed up to them through their 
system of management control. The information they re- 
ceive must be timely, clear and pertinent, enabling them 
“to control what is happening today, thus making their 
planning for the future a reality.” 


Executives want to be kept abreast of all significant 
trends and developments in their business. But what is con- 
sidered significant? And what methods are used to make 
the information readily available? The opinions of ninety- 
six executives cooperating in this month’s survey of busi- 
ness practices are summarized in “Management’s Controls,” 
on page 450. 

e 


Here and There in the Record 


The tables in the Business Record on the country’s hun- 
dred largest trade corporations were very popular with our 
readers. In this issue appears our yearly listing of the 
hundred largest manufacturing companies (page 446) , which 
should prove equally interesting. . . . A table on page 463 
gives some revealing figures on “Statistics of Three Re- 
cessions.” . . . And, on page 461, our tax expert brings up 
to date current trends in federal, state and local tax 
figures. ... 


Producers’ Durables: 


DEMAND BIG—BUT UNCERTAIN 


outlays for new capital equipment have been 

ringing up unprecedented totals. In 1947, pur- 
chases of machinery, motors, tractors, trucks, and 
miscellany amounted to $16.7 billion; in 1950, the 
bill came to $21.1 billion. 

Over the four years, a total of $75 billion was in- 
vested—and the volume of equipment installed proba- 
bly exceeded the entire stock of producers’ durable 
equipment at the end of 1946. In each of the years 
1950-1953, outlays for new equipment amounted to 
around $23 billion or $24 billion—about four times 
what they were in 1929, and more than twice the 1929 
figure even after correction for the rising trend of 
equipment prices. 


G aut THE END of World War II, business 


1954 vs. 1953 


In 1954, business purchases of durable equipment 
evidently will have declined about 10% from 1953's 
all-time high. This decline lends immediacy to a 
series of questions in which interest has intensified 
with each increase in equipment expenditures in the 
postwar years. 


Can recent levels of business investment be main- 
tained? 
Does 1954 mark the beginning of a retreat from 


untenable heights, or are investment outlays firmly fixed 


in a permanently higher range? 
Do recent levels of equipment purchases reflect es- 


sentially artificial stimuli, such as (1) the need to make 


up for underinvestment during the 1930's; (2) replace- 
ment for intensive wear and tear of capital stock during 
the war; and (3) the Korean-inspired buildup of indus- 
trial capacity? Or do they reflect more lasting influ- 
ences, such as a rising technological tide of research 
and discovery, and vastly greater annual replacement 
requirements? 


The answers to these questions would be, in effect, 
the outlook for equipment-producing industries in the 
years ahead. They would also be very suggestive as 
to the outlook for business conditions as a whole. For 
the implications of business investment in capital 
equipment are far reaching. 

On the one hand, equipment purchases are required 
to maintain the nation’s stock of fixed capital against 
the deterioration of time and use. And when invest- 


ment proceeds at a rate greater than the requirements 
of replacement, it adds to the net stock of capital 
equipment. Equipment purchases also serve to keep 
the stock of fixed capital updated against techno- 
logical obsolescence. This aspect of gross equipment 
expenditures as a measure of the replacement and ex- 
pansion of industrial capacity bears directly upon the 
nation’s ability to produce goods and services. 

On the other hand, equipment purchases represent 
an investment of savings—directly, in the form of 
corporate reserves and undistributed profits; and, in- 
directly, in the form of borrowing of unspent incomes. 
The production and employment brought about by 
this investment create income, and hence purchasing 
power. This second aspect of gross equipment expen- 
ditures, that of a measure of investment-generated 
income, bears directly upon the nation’s ability to 
consume goods and services. 

However, small changes in the stock of equipment 
are accompanied by large changes in current outlays 
for new equipment. This stems from the long-term 
nature of plant equipment, of which only a fraction 
needs to be replaced each year. Thus, if the average 
useful life of equipment is fifteen years, then replace- 
ment requirements amount to about 7% of total 
stock. A 7% addition to stock in one year would 
therefore entail a 100% increase in equipment pur- 
chases for the year. Should the rate of growth in 
capital stock then be retarded, say to 314%, purchases 
for expansion would amount to only one half of re- 
placement demand, and gross equipment expendi- 
tures would drop 25%. Small changes in the stock of 
equipment, and hence in productive capacity, are 
magnified into sizable fluctuations in business outlays 
for new equipment, and in income originating in such 
investment. 


INVESTMENT CYCLES 


An indication of the volatility of equipment pur- 
chases can be obtained by translating the available 
gross equipment expenditure figures into constant 
dollars. The resulting figures, in 1929 dollars, are 
shown in the first chart. 

Every business recession of the interwar years, 
even the mildest, was marked by sharp retrenchment 
in outlays for equipment, even after correction for 
price change. During the 1920’s, when there was a ris- 
ing trend of purchases and producers’ durable equip- 
ment (less depreciation) increased more than 20%, 
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periodic reversals occurred. In 1921, equipment buy- 
ing fell off almost 30% (from $3.9 billion in 1920 to 
$2.8 billion). In 1924, when the industrial produc- 
tion index slipped off only 6%, and again in 1927, 
when the production index merely leveled off, equip- 
ment buying declined about 10%. Business outlays 
again dropped sharply in 1930, and continued down 
to a low of $1.9 billion in 1932, roughly 65% below the 
expenditures of $5.9 billion in 1929. Business firms 
stepped up their buying during the last half of the 
1930’s, except during the short, severe recession of 
1938, when outlays were trimmed fully 30% in one 
year. 

The entire history of investment in producers’ 
equipment has been one of fits and starts, superim- 
posed on a long-term upward trend of 3%-4% per 
year. It is against this background of sharp cyclical 
fluctuations that the outlook for producers’ durable 
equipment is now being weighed with such evident 
concern. Behind the current level of outlays lie ten 
years of almost uninterrupted increases. Is a repeti- 
tion of the severe setbacks of the past avoidable? 


HOW HIGH IS HIGH? 

The evidence on whether equipment outlays can be 
maintained lies in the recent levels of business outlays 
themselves; in the impact of these outlays upon indus- 
trial capacity; and in the relative trends of capacity 
and aggregate output since the war. 

When American manufacturers, public utilities, 
commercial and farm enterprises together spent $24.4 
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billion for new equipment in 1953, they set a new rec- 
ord for the fourth straight year. These equipment 
purchases become even more meaningful when viewed 
against total national output. Set in that perspective, 
equipment buying since 1947 is every bit as dramatic 
as the original dollar figures suggest (see chart, page 
428). Measured in constant 1929 dollars, business 
outlays accounted for as much as 7.6% of gross 
private product! in 1948, and for at least 6.5% in each 
of the last seven years. One has to go back to 1917 
to find so large a percentage of total output taking 
the form of producers’ durables. During the boom- 
ing Twenties, equipment expenditures amounted to 
6.3% of gross private product in 1923, 6.0% in 1926, 
and 5.9% in 1929. 


At least two of the factors leading up to the heavy 
investment of recent years are also revealed in the 
chart. New-equipment buying was scant during the 
depression years. Expenditures averaged only $3.7 
billion a year from 1930 to 1939, and in only three 
years (1930, 1936, and 1937) did it amount to as 
much as 5% of gross private product. As a result, 
a backlog of demand was built up which promised an 
outpouring of equipment orders when economic activ- 
ity revived sufficiently to make investment once more 
attractive. 


There was a brief revival of capital outlays in 1940 
and 1941, but the outbreak of war required that both 
materials and existing capacity be employed in cur- 


1Gross national product minus the cost, in wages and salaries, of 
government services. 


Two effects of record-shattering equipment purchases since the war: large additions to 
capital stock and mounting replacement requirements 
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rent production. Private equipment expenditures 
dwindled (although there was considerable equip- 
ment buying by the government). With existing 
capacity being pushed hard, wear and tear of over- 
worked equipment added still further to the unfilled 
backlogs carried over from the Thirties. 

By the end of World War II, equipment require- 
ments throughout industry must have been tremen- 
dous. In 1945, business outlays already exceeded 
those of 1929; and in 1946 they rose further to $8.4 
billion, or to 5.6% of gross private product. The 
only limiting factor was the ability of equipment-pro- 
ducing industries to fill the orders. (For machine 
tools, the ratio of unfilled orders to monthly ship- 
ments was 7.2 in 1946; it dropped to 5.7 in 1947, and 
to 4.6 in 1948. For all types of equipment, the pres- 
sure of demand boosted prices more than 25% from 
1945 to 1947.) By 1947, outlays climbed to $11.4 
billion and thereafter held to a high plateau. 

A new stimulus to equipment expenditures arose 
out of the war in Korea and the subsequent buildup 
of defense-related capacity. By March 31, 1954, in- 
vestment of $29.0 billion (current dollars) for new 
plant and equipment had been authorized by certifi- 
cates of necessity, which permitted accelerated amor- 
tization of strategic facilities. Fully two thirds of 
this investment is for machinery and equipment; the 
rest for the purchase and development of land, con- 
struction of plant, and overhead. Tabulations of the 
Office of Defense Mobilization do not show the time 


Postwar Record-high Equipment Purchases . . . 
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schedule of actual outlays for machinery and equip- 
ment separately. However, the value of plant and 
equipment put in place is available. Expenditures on 
plant and equipment certified under the rapid write-off 
program amounted to only $1.0 billion before 1951, 
but amounted to more than $6 billion annually over 
the next two years. This represented fully a fourth of 
all plant and equipment expenditures during 1951- 
1952. In 1953, the value of facilities put in place under 
certificates of necessity was $5.6 billion and consti- 
tuted 20% of total outlays. 


THE CASE OF STEEL AND RAILS 


Plant and equipment expenditures this year are ex- 
pected to total $26.7 billion, compared to last year’s 
$28.4 billion (both in current dollars). More than 
half of the $1.7 billion decline is concentrated in two 
industries: iron and steel, and railroads. Both of 
these industries participated heavily in the accelerated 
amortization program, and both have now largely 
completed the work of modernization and expansion. 

Between 1946 and 1950, the iron and steel industry 
spent from $500 million to $800 million annually on 
new plant and equipment, most of it for replacement 
purposes. In 1945, steel capacity was 95.5 million 
tons; by the end of 1950, capacity had been increased 
less than 10%, to 104 million tons. During the next 
three years, however, the industry invested more than 
$4 billion, and boosted steel capacity almost 20%, 
to 124 million tons. With these net additions to 
capacity completed, the industry’s capital outlays this 
year dropped off a third, to $900 million. 

The railroad industry launched a broad program 
of modernization and expansion in 1948. Until 1954, 
capital expenditures ran well over $1 billion a year, 
and in the six years totaled almost $8 billion. It was 
during these years, that the switch-over to diesel 
power was largely accomplished. The number of steam 
locomotives in service was reduced from 33,600 in 1948 
to 18,100 in 1952; the number of diesel engines was 
increased from 5,100 to 13,500. Between 1948 and 
1953, the aggregate capacity of freight cars was in- 
creased from 91 million to 95 million tons. By early 
1954, 90% of the investment authorized by railroad 
certificates of necessity was completed, and, like the 
iron and steel industry, the railroad industry cut its 
plant and equipment expenditures for the year as a 
whole by a third. 

By the end of the current year, almost 90% of the 
$29-billion defense plant and equipment expansion 
program will have been completed. It is, of course, 
impossible to determine how much of this work 
might have been undertaken without the special in- 
ducement of accelerated amortization, just as it is 
impossible to measure the new inducement to in- 
vestments which more generous depreciation sched- 
ules in the recent tax law will provide. But despite 
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uncertainty as to the net impact of the now rapidly 
disappearing certificates of necessity, equipment buy- 
ing is bound to be adversely affected by the removal 
of this support. This does not mean that total outlays 
will inevitably decline, but it does suggest that non- 
certified investment will have to rise relatively rapidly 
if the total is to be stable.t 


AND WHAT'S HAPPENED TO CAPACITY? 


These are the arguments usually advanced to sup- 
port forecasts of declining capital outlays in coming 
years. 

Some valuable additional perspective on the record 
equipment purchases of recent years can be had by 
separating outlays into a “replacement” and a “net 
addition component.? The portion of all new equip- 
ment to be designated as replacement can be meas- 
ured in different ways. Purchases in any year can be 
matched against discards, by means of longevity 
curves applied to past installations; or they can be set 
against depreciation in the stock of equipment. The 
latter approach is taken here, and estimates of replace- 
ment requirements yielded by this approach are shown 
in the bar diagram.’ The difference between replace- 
ment requirements and gross equipment expenditures 
is taken to be net additions. By cumulating net addi- 
tions, an estimate of net stock—that is, of the service 
life remaining in the stock of producers’ durable 
equipment—is obtained. 

Since 1947, additions to the stock of producers’ 
equipment have exceeded all historical experience. 
Throughout the Thirties, there was little equipment 
buying by industry, beyond bare necessity. From 
1930 to 1936, business outlays probably failed to 
match replacement requirements, and over the next 
three years, net additions were still below normal. 
There was considerable equipment buying, over and 
beyond replacement during the war years, and by the 
end of 1946, industrial capacity* was some 30% above 
1939. 


1Business opinion on the effects of the new tax law is divided. 
Some machine-tool builders, looking back on several years of slumping 
orders, expect it to stimulate long-planned replacement programs. 
A steel executive, looking back on intensive renovation and expansion 
of capacity, is doubtful. 

?The separation of equipment purchases into these two parts is» 
obviously, an over-simplification. In a changing business system 
most replacement of equipment results in some addition to the stock 
of equipment, and most additions to stock result in some replacement. 
Despite conceptual inadequacies and margins of statistical error, the 
distinction is worth making for the light it throws on the growth of 
industrial capacity. 

8Through 1946, the estimates are based on “A Perpetual Inventory 
of National Wealth” by Raymond W. Goldsmith, in “Studies in 
Income and Wealth,” National Bureau of Economic Research, vol. 
XIV; thereafter, the estimates are Tan ConrerENcE Boarp’s 

4The estimates of net stock undoubtedly understate industrial 
capacity during World War II. Greater output was wrested from 
producers’ equipment—by working old tools beyond their expected 

ears and by overworking new tools at the cost of future machine 
lives—than was implied by service life embodied in the net stock of 
equipment. It is also probable, therefore, that the rate of replacement 
was greater in the early postwar*years than shown in either survival 
or depreciation curves. 
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Beginning in 1947, net additions have added sub- 
stantially to capacity each year. And although the 
volume of additions has been declining (a sharp drop 
in 1949 marked the recession in that year), mounting 
replacement demand has held total equipment outlays 
at their high plateau. 

In 1953, additions amounted to less than 5% of net 
stock at the beginning of the year for the first time 
since the war, but still exceeded the 4.3% for 1929. 
This year, additions will probably add less than 3% 
to the stock of capital equipment. With replacement 
demand now stabilizing, the slowdown in the rate of 
expansion is being reflected in a decline in gross equip- 
ment expenditures. 

The heavy volume of equipment purchases, beyond 
replacement requirements, has built up the stock of 
equipment (and capacity) at a startling rate in re- 
cent years. Since 1947, the net stock of producers’ 
equipment rose from $52 billion to $79 billion (in 
constant dollars), an increase! of more than 50%. 
During the same time, total output, as measured by 
gross private product (in constant dollars), increased 
only 30%. 

Result: the quantity of installed equipment is about 
back in line with output, after lagging for fifteen years. 
(See chart, above.) 

When postwar business outlays on new equipment 


10ther estimates of net capital or of actual capacity show much 
the same increase. See “Business’ Plans for New Plants and Equip- 
ment, 1954-57,” McGraw-Hill; Capital Goods Review, May, 1953, 
Machinery and Allied Products Institute; and Raymond Nassimbene 
and Donald G. Wooden, ‘“‘Producers’ Equipment—Growth, Replace- 
ment, and Stocks,” Survey of Current Business, June, 1958. 


Capital, Labor and Output: Three Views of Three Variables, 
Taken Two at a Time 


The ratio of capital to output is an important factor in 
appraising the size of the nation’s stock of capital goods. 
In the final analysis, the raison d’etre of all investment is its 
contribution toward increased output of goods and services. 
The three panels on this page highlight capital-output trends 
since 1929. Also shown are corollary relationships of capital 
to labor, and labor to output. 

In 1929, there was $380 of producers’ durable equipment 
behind each $1,000 of goods and services produced. Installa- 
tion of equipment lagged after 1929, through fifteen years 
of depression and war, and the ratio of capital to output 
declined until 1945 (except for a sharp, temporary increase 
in the ratio during the early 1930’s, when output collapsed 
and excess capacity was prevalent). With the revival of busi- 
ness investment after the war, the stock of equipment began 
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to catch up with output, and, by 1953, was again up to the 
1929 relationship. 

Deficiencies in capital investment from 1929 to 1945, and 
the subsequent buildup of capital stock after the war, are re- 
flected in the volume of equipment available to the nation’s 
labor force. In 1929, there was $1,170 of installed equip- 
ment for each full-time worker (and full-time equivalent of 
part-time workers). With declining production and employ- 
ment in 1933, the ratio of capital (including considerable un- 
utilized capacity) to labor increased. The ratio declined after 
1933 as employment picked up and investment lagged, and 
did not rise significantly until after the war. The postwar 
years, however, witnessed a dramatic increase in the volume 
of equipment available per worker: by 1953, it had reached 
$1,680—which was 44% above 1929, 


The panel comparing total output with employment illus- 


About the statistics: Capital is represented by the net value (in constant 
dollars) of producers’ durable equipment, after allowing for depreciation. 
Labor is measured in man-years of full-time employment of wage and 
salary earners, and its equivalent in work performed by part-time 
workers. Part-time employment in each year is converted to full-time 
equivalents on the basis of the prevailing workweek in each industry. 
Output is represented by gross private product (in constant dollars). 
By expressing capital and eutpes in constant dollars, effects of changing 
prices are eliminated; the data thus reflect changes in the pelt of 
equipment and in the physical volume of production. 


Sources: Raymond W. Goldsmith, op. cit.; Department of Commerce; 
The Conference Board 
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trates the extent to which increases in the stock of equipment 
have contributed to higher labor productivity. In 1929, the 
output of goods and services per man-year amounted to $3,120; 
in 1953, output per man-year had risen to $4,410, more than 
40% above 1929. (And output per man-year understates the 
full measure of productivity gains, since the length of the 
work-week was shortened considerably between 1929 and 
1953.) 
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WHAT OTHERS SAY 


Reading from top to bottom, enthusiasm to caution 


“Signs point to a rosy future for the vital capital 
goods industry. . . There are good reasons why 
American industry is likely to invest heavily in plant 
and equipment over the next five to twenty years. 
[The reasons: need to offset ever-increasing labor 
costs; improved equipment coming from manufac- 
turers, tax inducements; national growth.]”—Iron Age, 
September 16, 1954. 

3 . capital goods spending over the next five 
years will at worst average no less than the near- 
record $36 billion of 1954, and it may rise as much 
as a third higher.”—Fortune, September, 1954. 


“The major problem ahead is to reverse the down- 
trend in business capital investment. An important 
reasou for the decline is the appearance of excess 
capacity in some industries. However, the long-term 
need for more productive capacity has not been 
changed by the current mild recession. And there 
are substantial opportunities for capital investment 
to increase efficiency and develop new products.”— 
Chase National Bank, Business in Brief, October, 1954. 

“Manufacturing industry plans to spend as much 
for new plants and equipment in 1954 as it did in 1953, 
despite declining sales. Manufacturing companies plan 
to increase their capacity by 4% in 1954, and by 9% 
in 1955-1957. Industry as a whole . . . plans capital 
expenditures this year about 4% lower than in 1953. 
Preliminary plans for 1955-1957 indicate total capital 
expenditures within $2 billion of the high average for 
1950-1953.”—McGraw-Hill Survey, Business Plans for 
New Plants and Equipment, 1954-1957. 

“ [Structural changes taking place in 1954 involve] 
a lopping off of the ‘unmaintainable’ portion of 
the 1951-1953 capital outlays; namely, that part of 
those outlays due to: (a) backlogs of capital demand 
not yet made good since the war; (b) the special 
capital outlays incurred by the Korean military build- 
up, and perhaps also (c) the more or less typical ex- 
‘cess of investment (over and above the long-run main- 
tainable rate) which usually characterizes exception- 
ally high-boom conditions.”—Alvin Hansen, Harvard 
economics professor, The Review of Economics and 
Statistics, August, 1954. 

“|, . it now appears almost certain that the de- 
cline in plant and equipment expenditures next year 
will continue—probably at an accelerated rate. The 
drop this year is now estimated at 6%. That still 
leaves a very respectable total of some $26 billion. 
Nevertheless, the upward push is definitey over and, 
now that most of the major post-Korean expansion 
programs are nearing completion, industry will hardly 
be in a hurry to offset the decline by stepping up other 
expansion plans, desirable as many of these may be for 
the purpose of raising efficiency and cutting costs.”— 
B. E. Luedicke, Editer, Journal of Commerce, October 
19, 1954. 
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are broken down this way, into replacements and addi- 
tions, three conclusions emerge: 


First, net additions to stock have been huge, and 
although they have begun to taper off, they are still 
high by historical standards (both in absolute terms and 
as a per cent of end-of-year stocks). 

Second, the growth in capacity, as a result of these 
additions, has outpaced increases in aggregate output, 
so that the shortages of equipment inherited from a 
decade and a half of depression and war have appar- 
ently been made up. 


Third, the growth in capacity has created new and 
larger replacement requirements, dwarfing the markets 
of earlier years. 


MARKETS OF THE FUTURE 


While the rate of growth in capital equipment has 
been slowed down, replacement requirements have 
been built up. By 1953, replacement demand proba- 
bly accounted for 75% of gross equipment expendi- 
tures. In the years immediately ahead, it should 
provide a substantial market for the equipment-pro- 
ducing industries, provided only that replacement re- 
quirements are translated into replacement demand. 
In 1921, and again in the early Thirties, equipment 
expenditures fell short of replacement requirements— 
and the stock of producers’ equipment was allowed to 
deteriorate. 

Unlike such sharp declines in equipment expen- 
ditures, however, the mild reduction in business 
outlays this year has retained the appearance of 
a continued tapering off in the planned rate of ex- 
pansion rather than of a sudden downward revision 
in business confidence accompanied by postponement 
of replacement programs. 

Another question mark for the future is the effect 
of widespread research in industry upon equipment 
demand. Improvements in the design and perform- 
ance of new equipment models serve to increase their 
competitive advantage over older units. Emphasis 
upon automation may extend from the mass produc- 
tion and process industries to a broader and unfore- 
seen range of applications. And development of new 
products and processes could create demand for still 
additional facilities. Actually the level of existing 
capacity provides no real clue to this kind of poten- 
tial investment. 

The “existing stock” of capital equipment is a gross 
aggregate, in the sense that excess capacity and 
equipment shortages exist within it, side by side; and 
the incentives toward profitable investment which 
are generated by technological advance, cannot be 
measured against it. 

Mitton Lipton 
Division of Business Economics 


Consumer Durables: 


A LONG LOOK AT THE POSTWAR BOOM 


URING the past quarter century, the standard 
of living of American consumers has risen 
dramatically. On a per capita basis, and after 

price adjustment, consumer expenditures in 1954 were 
almost 40% higher than twenty-five years ago. In 
terms of spending for consumer durables—automo- 
biles, furniture, household appliances, etc.—the rise 
has been almost 47%. 

Measured according to spending per household,) 
and again adjusting for price changes, consumers 
this year have enjoyed an expenditure level 14% 
greater than a quarter-century ago, and a hard- 
goods spending rate some 20% higher. When the rate 
of increase in durables expenditures is translated into 
numbers of dollars and numbers of purchases, the 
dimensions of the postwar durables boom emerge 
more clearly. In the nine years since the end of 1945, 
consumers have spent almost $225 billion on durable 
goods. They have purchased almost 40 million auto- 
mobiles, over 30 million refrigerators, almost 27 mil- 
lion washing machines, 10 million electric ranges, 24 
million vacuum cleaners, and almost 37 million tele- 
vision sets. 

Over the past year, however, a distinct hesitation 
has developed in the over-all market for consumer 
durable goods. From an annual rate of $30.3 billion 
in the first nine months of last year, consumer expendi- 
tures for durables have fallen about $2 billion (see 
chart). Reduced spending on automobiles accounted 
for $1.6 billion of this decline. The remainder is mainly 
accounted for by a drop in expenditures for furniture 
and household equipment. This general decline oc- 
curred at a time when the annual rate of disposable 
income rose by almost $2.5 billion, and when spending 
for other than durables also rose somewhat. 

Does this decline portend a lower level of spending 
for hard goods, a return to “normalcy”? Or is it 
merely a brief interruption of a permanently higher 
level of durables buying? 


THE POSTWAR TREND 


The dynamic factor underlying the fluctuations in 
the postwar hard-goods market has been the con- 
tinuing influence of abnormal market conditions aris- 
ing during World War II, and in lesser degree, during 
the Korean war. 


1The difference between expenditures per capita and per household 
reflects changes in the number of persons per household. Particularly 
for consumer durables, the per household series provides a more 
meaningful basis for analysis. 
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The four-year hiatus of 1942-1945 in the production 
of consumer goods resulted in pressures to restore the 
stock of consumer durables to levels consistent with 
greatly expanded full-employment consumer incomes, 
and wartime accumulations of liquid assets. The 
Korean war represented a further complication in 
these markets, since it aroused fears of shortages 
which had been experienced within the previous eight 
years. 


FIVE PHASES EVIDENT 


For producers and retailers of hard goods, there is 
still no very convincing way of measuring the “nor- 
mal” postwar market. In the postwar period, five dis- 
tinct time periods can be distinguished in the purchas- 
ing of consumer durables (see chart). First came the 
period from the end of the war through the first half 
of 1950, when backlog demands were being met, as 
well as current demand arising from peak levels of 
real income. 

The second phase—lasting from the last half of 1950 
through the first half of 1951—witnessed the buying 
sprees caused by consumers’ fear of shortages, owing 
both to the outbreak of the Korean conflict and its ex- 
tension with the entrance of the Chinese communists 
in early 1951. By the second quarter of 1951, how- 
ever, consumer purchases of durable goods had re- 
ceded to pre-Korea levels, after consumers realized 
that the feared shortages would not be so great as 
anticipated. 

A third period ran from mid-1951 through the third 
quarter of 1952, when durables volume was at dollar 
levels about equal to those in the first half of 1950. 
This was the period of the so-called “lull in inflation.” 
Hard-goods sales were somewhat impeded in this 
period by materials allocation, and consumer credit 
controls. 

A fourth period began with the end of the 1952 
steel strike, the removal of credit controls, and the 
abating of materials shortages. Consumer durables 
output was stepped up sharply, and consumers hiked 
their purchases of durable goods to an annual rate 
of $30 billion. This phase represented a miniature 
counterpart to the first one described earlier. That is, 
the satisfaction of backlog demands and an adjust- 
ment of buying to a higher level of real income were 
repeated, though on a much reduced scale. 

In a fifth period, which began in mid-1953 and has 
continued until the present, purchases of automobiles 
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Consumer Spending for Durable Goods 
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and other hard goods have run about $2 billion lower 
than in the previous period, but still $2 billion higher 
than in the buying lull of 1951-1952. 

The postwar production trend of consumer durable 
goods can also be aptly described in terms of the 
same five periods. However, since production typi- 
cally reacts more sharply than final demand, the fluc- 
tuations in output have been more pronounced than 
in purchases (see chart). This was particularly true 
of the 1951 decline, when production was strongly 
affected by a reversal of inventory policy in consumer 
durables industries. The 1951 drop in physical output 
also appears sharper than the corresponding decline 
in dollar expenditures. 


Market Opportunities 


The postwar trend of hard-goods production and 
retail purchases can also be analyzed in terms of the 
immediacy of their response to the market opportuni- 
ties available at the end of World War II; that is, the 
rate at which they consumed their war-induced back- 
logs. For this purpose, consumer durables can be 
classified into three broad groups—automobiles and 
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parts, furniture and household equipment, and 
“other,” the latter including primarily jewelry and 
watches, wheel goods, toys and sporting equipment. 


"OTHER DURABLES" RESPOND FIRST... 


In 1946, the first year after the end of hostilities, 
the production of “other” consumer durables met with 
relatively uncomplicated reconversion problems, and 
could therefore respond more quickly to higher levels 
of demand. In fact, dollar purchases of “other” dur- 
ables had actually expanded in each year of the war 
period. Consumer demand for these products was at 
its peak in 1946, when they accounted for 2.3% of the 
consumer spending dollar, the highest ratio in a quar- 
ter of a century. It should not be surprising, there- 
fore, that the 1946 share of the spending dollar ac- 
counted for by “other durables” could not be main- 
tained. Starting in 1947, the percentage of consumer 
expenditures represented by these markets declined 
steadily, reaching 1.7% in 1950. 

The production and purchases of furniture and 
household equipment had been curtailed during the 
war to a greater extent than for the “other durables” 
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group. But reconversion problems were evidently 
overcome with relative ease, and production and sales 
of furniture and appliances were stepped up sharply 
in 1946. Since consumers had acquired a large back- 
log demand for these goods, production and purchases 
continued to expand in 1947 and 1948. The propor- 
tion of consumer expenditures accounted for by this 
group reached 6.6% in 1947, and receded only frac- 
tionally to 6.5% in 1948, as compared to a prewar 
peak of 6.0%. 

The recession of 1948-1949, therefore, found furni- 
ture and appliances and “other durables” in a vulner- 
able position. Backlog demands had been fully, or 
largely, met. Despite the fact that disposable in- 
come actually rose slightly from 1948 to 1949, pur- 
chases of these two expenditure groups fell off by 5%. 
Production reacted even more, with major household 
goods dropping by 9%, and “other durables” by 12%. 

In 1950, production and sales of furniture and 
household equipment reached their peak of the past 
twenty-five years, as a new wave of war-scare buying 
was generated by the beginning of Korean hostilities. 
An all-time high of 6.7% of the consumer dollar was 
also recorded in 1950. 


FINALLY, AUTOMOBILES 


Consumer outlays for automobiles and parts have 
had a postwar trend which contrasts markedly with 
the trends of the other two groups. Car output for 
civilian use during the war was stopped altogether, so 
that automobile backlog-demand in 1946 was the 
greatest of all the durables. In addition, reconversion 
problems proved to be more difficult here than else- 
where. As a result, output recovered sluggishly and 
demand rose year by year. The 1948-1949 recession 
was not experienced by the car industry at all (out- 
put rose by more than 30% in 1949). And in 1950 
consumer scare-buying reactions were most violent 
in this sector. Over 6.3 million new cars were regis- 
tered in 1950, an all-time peak which the automotive 
industry still recalls wistfully. The proportion of the 
consumer dollar accounted for by cars and parts in 
1950 reached a peak of 6.4%, compared with a prewar 
high of 4.1%. 

By 1950, reconversion problems had been licked in 
all lines, and backlog demands fulfilled. The 1951- 
1954 period, as suggested earlier, witnessed a new 
cycle of building up and satisfying backlog demands, 
but it was of much smaller dimensions, and it was 
limited almost entirely to automobiles. In the first 
nine months of 1953, the peak period of this new cycle, 
autos and parts accounted for 5.9% of consumer dollar 
expenditures, a proportion second only to 1950. Ex- 
penditures for furniture and household equipment, on 
the other hand, continued to slip from their 1950 
peak year by year, and in 1953 dipped to a postwar 
low of 5.6% of the consumer dollar, as compared with 
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6.7% in 1950. In 1953, “other durables” maintained 
their relative position of 1950, still accounting for 
1.7% of total consumer expenditures. 


MORE IMPORTANT THAN BEFORE THE WAR 


If, in 1954, “normalcy” has prevailed by and large 
in all consumer durables markets, how do current 
levels of these markets compare with past experience? 
On the basis of the relationship between hard-goods 
spending and total consumer expenditures, both ad- 
justed for price changes, durables accounted for 12.1% 
of total consumer expenditures in 1929. The average 
in the prosperous years of the Twenties, 1923-1929, 
was 12.2%. In 1941, the ratio was 11.9%. 

In every postwar year since 1946, including 1954, 


consumer durables have accounted for a greater pro- 
portion of consumer spending, in real terms, than at any 


time for which comparatives are available. 

The all-time peak was in 1950, when the proportion 
reached 14.9%. In 1953, it was 13.5%, and so far in 
1954 it is estimated at 12.8%. 

A comparison in terms of dollars of current pur- 
chasing power, that is, with no correction for price 
changes, reveals a similar story for prewar and post- 
war. 

In this case, however, the ratios are somewhat 
lower: 1923-1929 at 11.6%, 1929 at 11.7%, 1941 at 
11.8%, and all years 1947 and later, including 1954, 
higher than prewar. 

Consumer durables as a whole are thus taking more 


New Automobile Registrations 


7 
NEW 
6 IN MILLIONS 
5 pases h 
CALCULATED | ~s | 
i | \iW 


3 
2 
ACTUAL 
|. 
0 LL sot 
1925 730 VE) 740 245 750 955 


Sources: R. L. Polk Company; The Conference Board. 
For “‘calculated,’” see equation in footnote 4, page 437. 


NOVEMBER, 1954 


435 


of the consumer dollar. Are consumers spending rela- 
tively more for all types of hard goods, or are only a 
select few responsible? 

Of the three major groups of consumer durables, 
automobiles, including parts, stand out as the dynamic 
component of hard-goods spending (see chart). In 
1954, this group as a whole, as well as each of its two 
components, accounted for more of the spending 
dollar than in the average of the prosperous prewar 
years 1929-1941. The furniture and household equip- 
ment group, on the other hand, has lagged behind its 
prewar share of the consumer dollar (see chart). Dur- 
able housefurnishings, such as floor coverings and 
bedding, have been mainly responsible for the decline, 
although china and glassware also contributed. Fur- 
niture, and radio and TV expenditures, have only re- 
cently dipped below their 1929-1941 average relation- 
ship to total expenditures. Kitchen and other house- 
hold appliance expenditures have been the only com- 
ponent with any relative gain over prewar. 

The “other durables” category has about main- 
tained its relative position, with a decline in expendi- 
tures for books and maps offsetting a rise in wheel 
goods, toys and sporting equipment. 

To appraise these shifts in the markets for con- 
sumer durables, as well as to highlight the changing 
nature of the postwar demand for such goods, it is 
necessary to relate postwar levels of sales in indi- 
vidual lines to their prewar levels. The actual post- 
war purchases have therefore been compared with 
those expected from prewar experience, as determined 
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by correlation analysis. In addition, the postwar 
stocks, or consumer inventories, of individual dur- 
ables have been analyzed in terms of expected levels 
based upon prewar relationships. 

Three main conclusions emerge from this analysis. 
First, the sales of cars are somewhat above, and fur- 
niture and major household appliances are now con- 
sistent with, the volume expected from prewar ex- 
perience. Second, the stocks, or inventories, of 
these goods in the hands of consumers are now 
roughly equal to those expected from prewar relation- 
ships. Third, the complexion of the demand for these 
durables has changed from demand predominantly 
for new additions to stock, in the early postwar years, 
to demand for the replacement of existing consumer 
inventory. In other words, the demand for consumer 
durables is now apparently in reasonable balance 
with real disposable income. It may therefore be, 
once again, peculiarly sensitive to changes in income. 


CAR STOCKS AND SALES 


Fluctuations in automobile expenditures and pro- 
duction have dominated changes in consumer dur- 
ables (see charts). About a third of consumer dur- 
able expenditures in 1954 was for automobiles (in- 
cluding the markup for used cars). The postwar peak 
of 36% in this ratio was reached in 1953; the propor- 
tion had never exceeded 29% in prewar years. 

The return to normal competitive conditions in the 
car market took a long time in coming. The effect of 
World War II dominated sales prior to 1950, while 
Korea affected the market in the years 1950-1953. 
These developments can be seen clearly against a 
backdrop of estimated total car stocks and unit sales, 
based on prewar observations. 


Prewar experience in the relationship between total 
car registrations, and two variables, real disposable 
income, and the number of households,! indicates 
that a backlog demand for almost 9.5 million cars? 
existed at the end of 1945 (see chart). This backlog 
was whittled down only to 5.5 million by the end of 
1948. Small wonder, then, that the 1948-1949 reces- 
sion was not felt by the car industry. 


By the end of 1950, however, the backlog was only 
2.5 million. (In 1950, sales reached an all-time high 
of 6.3 million, when the backlog demand was com- 
' bined with the sales spree induced by the outbreak 
of war in Korea.) At the present time, the actual 


1Household estimates were obtained from the American Telephone 
and Telegraph Company for years prior to 1940. For 1940 to 1950, 
Bureau of the Census estimates were adjusted to the 1950 Census 
level. Census figures were used for 1950 and later years, while 1954 
was estimated by THe ConrereNce Boarp. 

*The equation based upon the years 1925-1940, is as follows: 
Y=71 vik, where Y =total car registrations (in thousands), 
Xe=real disposable income (billions of 1947 dollars), and X;=num- 
ber of households (in millions). R=0.96. Sources: Public Roads 
Administration; Department of Commerce; The American Telephone 
and Telegraph Company; Taz ConrerEnce Boarp. 
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stock of cars is estimated to be only about 1 million 
below the calculated “normal.” Since the two totals, 
actual and calculated, are now just 2% apart, the 
conclusion can be drawn that the backlog demand has 
been satisfied; total passenger-car registrations are 
now roughly in line with prewar experience. 

In this process of whittling down the backlog, the 
nature of demand for cars has changed considerably, 
from demand primarily for new cars in the early post- 
war years, to demand for replacement of outworn and 
outmoded cars in more recent times. In 1946, for 
example, actual car scrappage represented 33% of 
new-car registrations and only 2% of the number of 
cars on the road. The comparable percentages for 
1953 are 58% and 7%. It is noteworthy that the 
number of cars estimated to have been scrapped this 
year! exceeds the prewar annual average of all cars 
sold in the years 1929 to 1941 (see chart). 


While the total stock of cars has been restored to 
levels consistent with prewar experience, the age dis- 
tribution has likewise been returned to prewar pat- 
terns. By mid-1953, the proportion of the total repre- 
sented by cars seven years or older was 30.8%, com- 
pared with 29.8% in 1941.2 In early 1954, the age 
distribution was very similar to that in 1941, with 
relatively fewer cars one year old or less in 1954 com- 
pared with 1941, and relatively more aged two and 
three years.2 The number of prewar cars still on the 
road has declined steadily from 98% of all cars in 
mid-1946 to about 20% in the middle of this year. 


Considerable interest is always expressed in the 
number of new cars sold every year. In order to ap- 
praise the postwar levels and fluctuations in new-car 
registrations, their prewar relationship has been cal- 
culated with real disposable income per household, the 
change in such income year to year, and a time vari- 
able. Postwar estimates have been calculated from 
these prewar relationships (see chart). Relative 
movements of actual and calculated new-car sales 
have been similar except for two periods, 1948-1949 
and 1951-1952. The earlier period, of course, repre- 
sented the filling of backlog demands which overrode 
other considerations. The latter period reflected a 
miniature “backlog” demand arising with the Korean 
war, which was filled last year. The fact that even in 


1Estimated by Taz ConreRENcE Boarp on the basis of preliminary 
estimates on total car registrations for the end of 1954, published by 
the Bureau of Public Roads, and an estimate of 5.2 million new-car 
registrations for this year. 

2Automobile Facts and Figures, 34th Edition (1954), p. 22. 

8Federal Reserve Bulletin, June, 1954, p. 578. 


‘The equation, based upon the years 1925-1940, is as follows: 
Log Y=-10.9624 +2.2830 Log Xj +2.4069 Log Xq -0.0041835 Xs 
where Y=new-car registrations per 1,000 households, X;=real dis- 
posable income per household (1947 prices), Xg=per cent of current 
to preceding year’s real disposable income per household, X3=time. 
(1981= -8, 1982= -1, 1933=1, 1934=8, etc.) R=0.96. Sources: 
R. L. Polk and Company, Department of Commerce, American 
Telephone and Telegraph Company, Bureau of the Census, THE 
ConFERENCE Boarp. 
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1954, actual new-car sales somewhat exceeded the 
level estimated from prewar relationships may be 
attributed at least partly to the growing phenomenon 
of two-car families, which is not adequately reflected 
in the prewar data from which the formula was com- 
puted. The Federal Reserve’s survey of consumer 
finances estimated that 3% of all spending units in 
early 1949 owned two or more cars, 47% in early 1952, 
5% in early 1953, and as many as 8% early this year. 
To the extent that the two-car family population con- 
tinues to grow, calculations based on prewar experl- 
ence may underestimate somewhat the potential car 
market. 


FURNITURE EXPENDITURES 'NORMAL' 


Next to cars, the greatest interest in consumer 
durables centers in furniture and appliances. In 1954, 
expenditures for these goods (furniture, kitchen, and 
other household appliances, radio and television, rec- 
ords and musical instruments) totaled almost $9 
billion, or about 30% of all consumer durable expen- 
ditures. 

Since the furniture and appliance group contains 
a heterogeneous list of components, consumer de- 
mand has been analyzed for the group as a whole. 
The analysis consists of a correlation between real 
expenditures for furniture and appliances per house- 
hold, and real disposable income per household, plus 
a time factor.2 The resulting estimates of calculated 
and actual demand, both translated into dollars of 
current purchasing power, are compared in the ac- 
companying chart. 

The closeness of the calculated to the actual in the 
prewar years, as well as in the past two years, lends 
considerable credence to the estimating technique. In 
other words, the real volume of purchases of furniture 
and appliances per household appears to be primarily 
dependent: upon the level of consumer purchasing 
power per household, after adjustment for price 
changes. 

In the postwar years prior to 1952, there were con- 

1Calculations of auto demand have also been made in terms of 
dollar expenditures, with results very similar to those charted and 
discussed above for registrations. In 1954, actual expenditures 
apparently exceeded calculated by about $.5 billion. The equation, 
based on the years 1925 to 1940, is as follows: Y= —237.1689 + 
0.0545 X; + 1.3047 Xe, where Y=expenditures for new cars plus 
markup on used cars per household (in 1947 prices), X,=real dis- 
posable income per household (in 1947 prices), and Xe=per cent of 
current to preceding year’s real disposable income per household. 
R=0.93. Sources: Department of Commerce; Bureau of Labor 
Statistics; Automobile Manufacturers Association; American Tele- 


phone and Telegraph Company; Bureau of the Census; Taz Con- 
FERENCE Boarp. 

*The estimating equation for furniture and household appliance 
expenditures, calculated for the years 1929 to 1940, inclusive, is 
as follows: Y= -128.0498 + 0.0709 X, -1.0835 Xe, where Y is 
deflated expenditures for furniture and appliances per household 
(in 1947 dollars), Xj is real disposable income per household (in 
1947 dollars), and Xo is time, 1929=0, 1930=1, etc. R=0.99. 
Sources: Department of Commerce; Bureau of Labor Statistics; 
American Telephone and Telegraph Company; Bureau of the Census; 
Tue ConrerENcE Boarp. 
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siderable discrepancies between actual and calculated 
sales of furniture and appliances. These were the 
years when backlog demands were being satisfied. 
By 1951, however, the actual purchases exceeded cal- 
culated by only 3%, and in 1954 the two are appar- 
ently virtually identical. 

The two elements of the calculating equation are 
also of some interest individually. First, for every 
$100 change in real disposable income per household, 
the anticipated change in real purchases of furniture 
and appliances per household is $7. Second, there 
has been a long downward time-trend in the real con- 
sumer purchases of these goods, after taking into ac- 
count changes in real income. Thus, if the same level 
of real income per household had prevailed over the 
quarter of a century from 1929 to 1954, purchases of 
furniture and appliances per household in 1954 would 
have been $27 (1947 prices) less than in 1929, and the 
total volume lost, for all households, would have been 
almost $1.5 billion, in current prices. 


PATTERN OF REFRIGERATOR BUYING 


The other side of the demand coin for consumer dur- 
ables is consumer inventory, which must also be con- 
sidered in any study of postwar changes in these mar- 
kets. To this end, the prewar pattern of consumer 
stocks, or inventories, of refrigerators, washing ma- 
chines, and electric ranges have been analyzed in order 
to appraise postwar levels. 

The relationship between the number of homes 
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equipped with refrigerators and two variables—real 
disposable income and the number of households— 
yields results which closely parallel the trend of re- 
frigerator stocks in prewar years (see chart).1 On 
this basis, while 19.7 million homes were equipped 
with refrigerators at the end of World War II, the 
calculated level was almost 4 million higher. In other 
words, not only was there a demand for the replace- 
ment of old refrigerators which was unsatisfied owing 
to wartime restrictions, but there was also a sizable 
demand for new units consistent with the higher levels 
of real income and the number of households as com- 
pared with prewar years. 

By the end of 1949 this discrepancy between actual 
and calculated, or desired, inventory was still over 
3 million. In the four-year period 1945-1949, incomes 
and households had also increased, leaving the differ- 
ential between actual and desired inventory largely 
unchanged. However, with the output boom in 1950, 
the differential was narrowed to 1 million. At the 
present time, the difference is only 500,000. For all 
practical purposes, the consumer stock of refriger- 
ators is evidently in line with the level expected from 
prewar experience. If this conclusion is correct, then 
further growth in refrigerator demand is now depen- 


1The equation, based upon the years 1927 through 1941, is as 
follows: Y= -269.5094 + 158.5393 Log X + 18.8005 Log Xo where 
Y=number of homes equipped with refrigerators (in millions); 
X1=number of households (in millions); X2=real disposable income 
(billions of 1947 dollars). R=0.99. Sources: Electrical Merchandising; 
Department of Commerce; THE CoNFERENCE Boarp. 
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dent upon continued increases in real incomes, and 
in the number of households. 

As in the case of automobiles, this process of get- 
ting the stock of refrigerators back to the level which 
could be expected from prewar patterns implies a 
changing complexion of consumer demand for this 
product. In the early postwar years, the demand was 
primarily for new additions to stock. With higher 
real incomes than in prewar years, many families 
wanted and were able to pay for refrigerators. This 
primary, or new market demand was strong, while the 
effective replacement demand, or scrappage, was of 
relatively lesser importance. In the years 1946-1948, 
the replacement of over-age refrigerators represented 
only 25% of total sales to consumers, while in 1954 
it is estimated at 55% (see chart). The demand for 
refrigerators at the present time consists of a rela- 
tively larger proportion of replacement demand. This 
demand would appear to be postponable, since exist- 
ing units can in most cases be used for a little longer, 
and refrigerator sales volume might therefore be ex- 
pected to fluctuate with business conditions more 
sharply than in earlier postwar years. 


MARKET FOR WASHING MACHINES 


Washing machines have experienced a postwar his- 
tory similar to refrigerators. At the end of 1945, the 
actual number of homes equipped with washing 
machines was 17.2 million, while the number calcu- 
lated from prewar relationships with real disposable 
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income and a time factor was 6.5 million higher (see 
chart) 1 

By 1949, however, real and calculated stocks of 
washing machines were in line, and they have re- 
mained so ever since. 

It is noteworthy that in the case of refrigerators, 
the actual inventory was estimated to be slightly be- 
low calculated. For washing machines, however, the 
actual is slightly higher than calculated. While for 
all practical purposes the stock of washing machines 
should be considered to be in line with expectations 
at the present time, the reversed position of actual 
to calculated as compared with refrigerators may in 
part be owing to the increasing importance of auto- 
matic washing machines, the sales of which have con- 
siderably exceeded the wringer and spinner type in the 
past two years. This suggests the possibility that pre- 
vious patterns may understate the desired inventory 
of washing machines in the years ahead, since the 
product has changed so markedly. 

As in the case of refrigerators, the demand for 
washing machines has changed, predominantly, to fill- 
ing replacement demand, and away from the demand 
for additions to stocks. In 1954, replacement de- 
mand accounted for 45% of total consumer sales, as 
compared with an average of 32% in the years 1947- 
1949 (see chart). The fact that replacement demand 
in this instance still accounts for less than 50% of 
total sales may be attributed to the fact that the total 
number of homes equipped with washing machines is 
§ million less than the number for refrigerators. 

While the market for refrigerators and washing 
machines has become dependent in considerable part 
on the replacement of outworn or outmoded units, it 
is significant that the current replacement demand 
alone for these products exceeds the average total 
number of units sold in prewar years (see chart). 


STILL 'NEW' DEMAND FOR RANGES 


Finally, the actual stock of electric ranges has 
been compared with calculated levels (see chart) 2 
The results are similar to those for washing machines. 
At the end of 1945, the actual number of homes equip- 
ped with electric ranges was 3.5 million or 2.5 million 
under the calculated. Actual and calculated fell into 
line in 1949, and this relationship has continued ever 
since. 

Replacement demand is also more important now 


1The equation, based upon’ years 1927 to 1941 is as follows: Log 
Y=0.3378 + 0.4010 X + 0.00292 Xo where Y=number of electric 
washers in use (millions); X;=time in logarithms (1927 =1, 1928 =2, 
etc.); X¢=real disposable income (billions of 1947 dollars). R=0.98. 
Sources: Electrical Merchandising; Department of Commerce; Tur 
ConFERENCE Boarp. 

*The equation based upon years 1927 to 1940 is as follows: Log 
Y= -0.8642 + 0.5125 X, + 0.00552 Xe. Where Y=number of 
electric ranges in use (millions); X,;=time in logarithms (1927=1, 
1928=2, etc.); and Xg=real disposable income (billions of 1947 
dollars). R=0.98. Sources: Electrical Merchandising; Department of 
Commerce; Tot Conrerence Boarp. 


than in earlier prewar years. In 1954, roughly a third 
of sales represented replacement demand, in contrast 
with one fifth for the years 1946 to 1953. With the 
much lower level of saturation for this product than 
for the items previously discussed, the main demand 
for electric ranges is still for new rather than for re- 
placement units. 


THE DEVELOPMENT OF NEW PRODUCTS 


The pattern of expenditures for consumer durables 
in the postwar years has also been influenced by the 
development and marketing of new products. The 
early postwar years were marked by considerable fer- 
ment in the appliance field, with the introduction of 
numerous products which became available in sub- 
stantial quantity for the first time after the war. 

The years 1947 through 1950 or 1951 marked a 
phase of very strong growth in the output of these 
new products (see chart). Since 1951, however, the 
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trend in the rate of growth for several of them has 
slowed. The only two products where the rate of 
growth increased substantially in recent years, relative 
to earlier postwar years, are air conditioners and elec- 
tric broilers. Data for sales of air-conditioners to con- 
sumers, however, so far in 1954, reveal a slowing down 
of the growth rate. The production of electric bed cov- 
erings and electric dryers has continued its previous 
rate of growth, while two other products that are 
important in terms of dollar expenditures—home 
freezers and television sets—failed in 1954 to main- 
tain the growth of earlier years. It may be that the 
decline in real disposable income per household in 
1954 has affected sales of some of the new products: 
their continued growth may now be dependent, to a 
substantial degree, upon rising levels of real incomes. 
Many new products, of course, are on the horizon. 
Color television, for example, is expected to exhibit a 
growth trend similar to that for black and white 
sets in previous years. And other products will un- 
doubtedly be developed. However, for the near future 
sree sath cg —the next year or two—sales of consumer durables, as 
an aggregate, appear to be substantially dependent on 
(169) ELECTRIC DRYERS the level of real disposable incomes. It is this aspect 
: of current consumer durables markets that distin- 
guishes them from markets in earlier phases of the 


e 
postwar boom. 
Morris CoHEeN 
Division of Business Economics 
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4 a X22) TELEVISION 
: General 
: Seabee leben 
; (ve) FOOD WASTE DISPOSERS National City Bank Letter (October) —“The recent sta- 
i bility of comprehensive measures of business activity has 
: ecewlt (0) POWER LAWN MOWERS been noteworthy in many ways. The over-all level of whole- 
: sale prices has stayed within a range of 112% for nearly two 
years. Industrial production has moved almost horizontally 
. . Unemployment has shown 


since the start of the year. . 
no significant change since early April; the number of non- 


agricultural employees has varied less than 1% since mid- 
January, and personal income has stayed within that same 
range since last November. The gross national product . . . 

(95) HOME FREEZERS was virtually unchanged between the first and second 
mS, quarters, and there is no evidence of any substantial change 
n@) ME since. In the aggregate, the picture of stability at a relatively 


high level is an impressive one. 
“The important point is that this is stability and not 


stagnation. It is not the result of a uniform sidewise 
movement, but of the balancing out of opposing forces. . . 
“|, . the confidence of businessmen and customers has 
Index, 1951=100, based on manufacturers’ shipments, includ- been maintained. Capital investment holds at a high rate. 
A nation scheduling a 4% increase in manufacturing capacity 
(Continued on page 445) 
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Business Highlights: 


PITY THE POOR FORECASTER 


A sympathetic look at some of the problems he faces in 
projecting 1955 business conditions 


activity rose moderately—partly in response to 

seasonal influences, partly as a reflection of ter- 
minations of strikes in lumber and rubber, and partly 
as a result of some improvement in demand for metals 
and fabricated metal products. Also partly responsible 
for the better tone of business were the accumulating 
effects of a higher rate of defense ordering. 

Steel production itselfi—one of the traditional bell- 
wethers of American business—has continued the 
slow but steady rise begun in mid-August. By mid- 
October the operating rate was a respectable 72% of 
the industry’s capacity. (This despite the fact that 
steel deliveries to the automotive industry were still 
recovering from the most protracted model change- 
over since the prewar years.) Other important steel- 
consuming industries—construction, machinery, major 
appliances—had been enjoying a modest advance in 
output since late spring, and it was inevitable that 
steel orders from this impressive array of hard goods 
industries should rise, in aggregate, as steel stocks 
were depleted. 


EMPLOYMENT DECLINE STOPS 


With the moderate increase in output rates in 
September, seasonally adjusted nonfarm employment 
figures finally interrupted their fifteen-month decline. 
On a seasonally adjusted basis, employment in dur- 
able goods production leveled off at about 15% below 
its mid-1953 peak, while the number of production 
workers in soft-goods industries rose slightly. It may 
be noteworthy that the net rise in total factory em- 
ployment in September was owing mainly to the end 
of strikes in the lumber and rubber industries. Exclud- 
ing these two industries, factory employment con- 
tinued the slow decline of earlier months. As in the 
past several months, however, the decline was con- 
centrated in transportation equipment, where it re- 
flects the lower rate of defense deliveries, and slowing 
automobile production. 

The mild strengthening of general business condi- 
tions in September and October is generally in accord 
with the consensus of analysts recorded as long agc 
as last spring; thus far, the fall has provided no new 
information about the underlying conditions of major 
markets, and no new basis for forecasting 1955 trends. 


Ife SEPTEMBER and early October, business 


Foreshadowed declines in defense deliveries and in 
capital goods have matured in about their anticipated 
dimensions, private and public construction have 
risen to their expected record heights, and personal 
consumption outlays have provided a strong base of 
demand for total output. 

In this close balance of offsetting trends, inventory 
policy can determine the direction of total activity. 
There continues to be abundant reporting (and even 
some evidence in the figures themselves) that at cur- 
rent operating rates raw material inventories of manu- 
facturers are no longer subject to important further 
reduction. Since late spring, liquidation at manufac- 
turing levels has been directed more and more at 
goods in process and finished stocks (see chart). 

Moreover, while liquidation of retail automotive 
inventories was substantially more than seasonal in 
September and October, it seems probable that in 
November and December these stocks will be rising 
rapidly. If so, the net rate of liquidation of business 
inventories will have slackened by several billions of 
dollars (at an annual rate) from the third quarter to 
the fourth quarter, and gross national product will 
have risen accordingly. 

This is the assumed pattern of year-end conditions 
which is now being used widely as the starting point 
for 1955 forecasts, even though third-quarter GNP 
figures are still preliminary and incomplete, and 
fourth-quarter figures themselves are still in the 
making. 


WHAT ABOUT 1955? 


Two special characteristics of this starting point— 
the mildness of the envisioned year-end up-trend, and 
its concentration around the trend of inventory de- 
mand—are having a large influence on 1955 forecasts. 
In the first place, the fact that the assumed rise takes 
its impetus from inventory policy suggests that it may 
not be sustained for long, unless the more substantial 
final demands of consumers and business catch the 
momentum of the rise. This transmission of a recov- 
ery trend from inventory to other private sectors is 
close to the heart of the business cycle, and the mech- 
anisms that produce it are neatly described in a host 
of textbooks on the subject. If forecasters could ex- 
pect a substantial reversal of inventory policy from 
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liquidation to accumulation, they could argue co- 
gently that the implied growth of personal incomes, 
production, profits and prices in turn implies impor- 
tant increases in spending by individuals and busi- 
nesses. 

However, the prevailing information—including 
that which comes directly from purchasing agents 
surveyed by their own association—suggests not a 
swift speculative accumulation, but only an ending 
of liquidation. Part of the reason for this reluctance 
to accumulate may be that in hard goods, which ac- 
count for almost all of the liquidation of the past 
year, delivery times on virtually all items have im- 
proved dramatically, and the ninety-day stocks car- 
ried in 1951-1953 are simply no longer necessary. 
However, 1954 competition being what it is, few pur- 
chasing agents are disposed to argue that the prices 
of what they buy are likely to rise in the near term. 
The speculative urge to accumulate is thus also absent, 
at least for most commodities. There are, in addition, 
some statistical grounds for thinking that inventory- 
sales ratios in many markets may still be somewhat 
high, in the light of what seems to be a pronounced 
secular downtrend in the ratio over the past thirty- 
five years. 

And it is also true that a substantial volume of in- 
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ventory, amounting to perhaps $12 billion, reposes in 
government warchouses as the property of the Com- 
modity Credit Corporation and the defense stockpile. 
These government-held inventories are not reflected 
in the business inventory figures, or in inventory- 
sales ratios. They nevertheless bear, if only indirectly, 
on industrial markets and hence on prices. 

The combination of all of these factors has led fore- 
casters to look for a cessation of liquidation in late 
1954 and early 1955, rather than a new round of ac- 
cumulation. In addition, it is possible to argue that 
the final demands of consumers and business are tem- 
porarily not in a position to react strongly to any new 
stimulus, much less a mild, short-term stimulus from 
the inventory sector. To many observers, the behavior 
of capital outlays over the past year has suggested 
that these fixed demands of business are reflecting not 
a business cycle but the final dwindling of several 
artificial incentives to investment that dominated the 
postwar capital goods boom—shortages of capacity, 
requirements of a defense economy, and accelerated 
amortization. The fact that capital spending plans 
did not drop sharply with inventory recession sug- 
gests they may not advance sharply with an inventory 
recovery. 

Similarly, the fact that per capita consumption was 
never reduced in the 1953-1954 recession can be con- 
verted to an argument that it is not likely to expand 
rapidly—that is, cyclically—in the short term. Real 
consumption has in fact risen somewhat above its 
extremely high 1953 rate; at this rate, it is hard to 
believe that consumers are storing up demand for 
a new burst of spending. Judging from the available 
figures, only a very small proportion of spending 
units are living at a scale significantly below the best 
scale they have ever known in the past. 


A LESS VIOLENT SWING? 


All of this amounts to the argument that if the 
1953-1954 recession has left business at a high level 
of capital formation, and consumers at a high level 
of consumption, how sharp is any new expansion likely 
to be? 

And in any event, if the postwar business reces- 
sion is typically milder than its prewar ancestor, 
so, too, may be the typical postwar expansion. The 
heavy participation of government in the income 
stream—a participation that is often credited with 
retarding postwar declines—can snub recovery as 
well as recession. 

These are some of the doubts that assail forecasters 
as they attempt to project into 1955 a mild and 
still undocumented upswing of late 1954. Given these 
doubts, the consensus for 1955 is almost inevitably for 
a mild recovery, extending perhaps into the middle 
of 1955, and approximate stability thereafter. This is 
about the conclusion reached by the poll of the Ameri- 


ALA 


can Statistical Association in its September general 
meeting. 

It is also the consensus found by the F. W. 
Dodge Corporation, construction statisticians, in a 
poll taken at the end of September. And barring any 
aberrations in the rate of consumer spending during 
the Christmas season, or in the foreshadowing sta- 
tistics on capital outlays which will become available 
in November, it is very likely to be the prevailing tone 
of year-end forecasts. Two months before the begin- 
ning of 1955, business looks very good by all but the 
most artificial standards, and no convincing case has 
yet been made for its getting very much better in the 
near future. 


CONSUMERS AND THEIR DOLLARS 


Those forecasts for 1955 which break out of the 
more or less neutral pattern described above are 
likely to place great weight on analysis of the probable 
behavior of the American consumer, particularly with 
regard to his saving habits. 

Since early 1953, when defense and capital outlays 
reached their peak rates, it has been abundantly clear 
that consumers are back in the economic saddle. No 
longer pressed by shortages, and well supplied with 


buying power, the consumer has become a calculating 
and value-conscious, but encouragingly responsive, 
market. 

What the customer hasn’t liked, he hasn’t bought; 
but he has combed the market for good merchandise, 
attractively priced. 

Some illustrations: when the price of beef broke, 
consumers raised their beef consumption to about 
the highest level on record; the automobile industry 
kept a very mature credit boom going for a year by 
making credit terms more attractive, and lowering 
effective prices; lower used-car prices have also pro- 
duced an extraordinarily large increase in the number 
of two-car families; reductions in television set prices 
yielded near-record volume in 1954, despite the pres- 
ence of color TV on the horizon; air-conditioning had 
a mediocre year, but mainly because of cool weather 
at crucial times in the spring and early summer 
(where and when the weather was cooperatively 
sultry, air-conditioner sales were good to excellent). 


EFFECT OF SELECTIVITY 


Because the level and quality of consumer stocks 
now permit him to be selective, and because capacity 
in consumer goods industries is now so ample as to 
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offer wide selection and abundant supply, consumers 
have recently been able to spend a record amount 
of money on consumer goods and services without 
causing their prices to rise—in fact, without prevent- 
ing their prices from falling. Measured against last 
autumn, consumer prices on manufactured goods, on 
a quality-for-quality basis, are unquestionably lower 
—for example, TV, automobiles, apparel, houses. 

At the same time, consumers have continued to 
save at near-record rates. Between mid-1953 and mid- 
1954, the value of savings in repositories typically 
used by small savers—savings accounts in mutual 
savings and commercial banks, equity in saving and 
loan associations, postal savings and United States 
savings bonds—rose almost $9 billion, or 6%. Equity 
in private life insurance reserves rose $4 billion, and 
net new saving in government and private securities 
(excluding savings bonds) increased by almost $4 
billion. 

In the same period, total short- and intermediate- 
term consumer debt showed no change. With debt 
and the price level constant, the real value of con- 
sumer net liquid asset holdings has evidently ex- 
panded at close to a peak postwar rate, throughout a 
year of recession. 


THE TWO SIDES OF THE COIN 


In fact, the consumer now has behind him three 
years of record peacetime saving. The expansion in 
the real value of asset holdings has been at an his- 
torically high rate ever since mid-1951, when the 
great postwar advance in the consumer price level 
began to slow. Until mid-1953, however, the growth 
in the consumer’s asset position was partly offset 
by the growth in his debt. 

This leaves the 1955 outlook for personal consump- 
tion in equivocal condition. Viewed against the his- 
tory of real consumption levels and standards of liv- 
ing, current spending is at an imposing record rate. 
Related to consumer income, debt repayment obliga- 
tions are also at about a record rate. On the other 
hand, the personal saving rate is still quite high— 
consumers could spend several billions more out of 
their present incomes and still be saving an historic- 
ally “normal” proportion. And both the rate of ac- 
cumulation of liquid assets and the stock of liquid 
assets in the hands of consumers are extremely high. 

Most analysts would agree that the strong asset 
position of consumers, and their current high saving 
rate, would certainly act to bolster personal spending 
in the event of a business decline. But whether they 
can make personal spending a strong expansionary 
force in an otherwise stable business situation is an- 
other question. 

Part of the answer to the question may lie in the 
course of the consumer price level. A number of 
surveys—among them the Federal Reserve study of 
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consumer attitudes, and the Crowell-Collier automo- 
bile survey—have indicated that consumers expect 
lower prices, and that if this expectation is realized, 
they may react very favorably. They certainly have 
the wherewithal, and it is at least worth noting that 
given their current liquid asset holdings, each 1% de- 
cline in the consumer price level yields consumers a 
bonus of purchasing power amounting to about 4 
billion in current dollars. Mainly for these reasons, 
the personal sector has been the subject of whatever 
optimism abounds about the 1955 outlook. 


Atsert T. SOMMERS 
Division of Business Economics 
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in 1954, and spending many more billions to expand trans- 
portation, utilities, and commercial facilities, is anything 
but stagnant. Consumers who spend and save about as 
usual are anything but depression-minded. . . . 


“The forces which are expected to assist recovery are 
essentially long-term in nature—rising population, research, 
improving standards of living, the emergence of new prod- 
ucts. As such, they argue for a gradual and sustained growth 
in business rather than a rapid upsurge.” 


The New York Times (October 19)—“A guarded predic- 
tion that ‘we are again entering a phase of economic expan- 
sion’ came today from President Eisenhower’s chief economic 
adviser, Dr. Arthur Burns. . . . If the recovery proves 
abortive, ‘as have many recoveries in the past,’ he said, the 
government might be expected to act on the three main 
premises of policy so far. These, he said, are: 

“1, . . . the government cannot stand aloof from the 
private economy, but must be ready to take vigorous steps 
to help maintain a stable prosperity.’ 

“Q. Among these steps would be to ‘enlarge the potential 
role of automatic economic stabilizers—especially unem- 
ployment insurance.’ . . . 

“3. The government must conduct its affairs so as to 
inspire favorable expectations concerning the future.’ . . . 


“Tf governmental policy in the months and years ahead 
continues to adhere to these premises,’ Dr. Burns continued, 
“if government resists doctrinaire thinking of both the right 
and the left, if government steadily maintains a watchful 
eye on the state of business and consumer sentiment, and 
if it gives heed to the need of avoiding inflation as well as 
depression—we may, I think, be reasonably confident that— 
although we are likely to continue to have fluctuations in 
individual markets and to some degree even in the economy 
as a whole—we will avoid in the future the business depres- 
sions that have marred our brilliant record of free enter- 
prise in the past.’” 

The Journal of Commerce (September 23) —‘‘Walter Wil- 
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100 LARGEST MANUFACTURERS IN 1953 


Dollar figures in millions 


General Motors Corp.............---- 
Standard Oil Co. (New Jersey)......... 
United States Steel Corp.............. 
E. I. Du Pont de Nemours & Co...... 

Socony Vacuum Oil Co................ 
Standard Oil Co. (Indiana)............ 
Bordi MotoriCoreeedcce select boohoo 
WA hevbexas: COcatteeo co Ses cihes 6 6 ein’ 
Bethlehem Steel Corp................. 
GultOni@orpaeecr. oe dae crackers cs cre oe 
General Electric Co.............00.005 
Standard Oil Co. of California......... 
Westinghouse Electric Corp............ 
Union Carbide and Carbon Corp....... 
SinclaimOik Conpingcs sevens hace pasate, one 
Cities ServiceiGomesun. .6 yea tial de> ois 
Sell Oil Go spereetic Mae atataes- rane We uh ane 
Phillips Petroleum Co................. 
ChryslersCorpesse se tere tt ne ee os 
International Harvester Co............ 
Aluminum Co. of America............. 
Western Electric Co.................. 
Anaconda Copper Mining Co.......... 
Republic Steel Corp.........5........ 
American Tobacco Co...............-. 
Kennecott Copper Corp............... 
Goodyear Tire & Rubber Co........... 
Dow Chemical Coges jces cece sa. «. 
Allied Chemical & Dye Corp........... 
Firestone Tire & Rubber Co........... 
Eastman KodakiCo. 8.6. o. citesievenn wi 
R. J. Reynolds Tobacco Co............ 
Jones & Laughlin Steel Corp........... 
National Steel Corp.................. 
International Paper Co................ 
Atlantic Refining Co.................. 
International Business Machines Corp. . 
Swibteoci Co meeenenel etree dat. ok siete ces = ARS 
Procter & Gamble Co................. 
Radio Corp. of America............... 
Youngstown Sheet & Tube Co......... 
Liggett & Myers Tobacco Co.......... 
United States Rubber Co.............. 
ATINGO Steel COLD s ok age a ope. osu05 cose sce acent 
Union Oil Co. of California............ 
STmOM COL. creas sc cne-o's ssl ee te ee 
National Dairy Products Corp......... 
ATIMOUT IOS CO psicstiaie, scans nanerepetete ste mies 
Distillers Corp.—Seagrams Ltd........ 
EnlandiStecl (Coc teccn a umttan tee aor 
American. Can: Co, .cjcieitas aise society 
American Cyanamid Co............... 
Pittsburgh Plate Glass Co............. 
Reynolds Metals Co.................. 
Be Ey Goodrich (Cote... ..5 oan: tes 
Deere’ & Co? tras s tre so een bee 
National Distillers Products ies dane: 
Schenley Industries, Inc. . ae 
Gontinental Oi Co... tee. 2 ais <isne s,s 
Singer Manufacturing Co.............. 
Allis-Chalmers Manufacturing Co...... 
Pure Oil Co..... neigtn ad Ese bse acsve sed «lace 


American Smelting & Refining Co...... 
Tide Water Associated Oil Co.......... 
Weyerhaeuser Timber Co.............. 
General Foods Corp.................. 
Phelps Dodge Corp................... 
Kaiser Aluminum & Chemical Corp... . 
Crown Zellerbach Corp................ 
Celanese Corp. of America............. 
Bendix Aviation Corp........... 


T N invested Income Federal Income | Dividends 
Asacts | Worth | Capital | Stet | Before | Income | After |" “Paid 
5,383.0 | 2,984.5 | 2,984.5 | 10,028 .0 1,593.8 995.7 598.1 | 361.7 
5,371.8 |3,894.1 |4,338.2 | 4,187.7) 714.8 162.0 552.8 | 272.1 
3,247.5 | 2,254.7 |2,319.1 | 3,853.1) 545.1 323 .0 222.1 | 1038.5 
2,279.8 | 1,664.1 | 1,664.1 1,749.6} 640.4 404.8 235.6 | 183.7 
2,154.5 | 1,621.1 | 1,811.9 1,606.6} 245.1 57.8 187.3 78.7 
2,068.9 | 1,484.3 | 1,839.0 | 1,709.5} 177.9 53.1 124.8 38 .3a 
1,895.1 | 1,438.6 | 1,438.6 n.a. n.a. n.a. n.a. n.a. 
1,867.5 | 1,422.6 | 1,642.2 1,558.8] 237.0 44.4 192.6 93.4 
1,783.0 | 1,008.7 | 1,163.6 | 2,082.0) 294.9 161.0 133.9 44.9 
1,765.7 | 1,216.4 | 1,394.9 1,640.9] 278.8 103.8b) 175.0 AT .2e 
1,687.0 922.8 960.5 | 3,128.1] 474.2 308.5 165.7 | 121.6 
1,535.2 | 1,261.6 | 1,341.0 1,080.4] 247.7 58.2 189.5 86.0 
1,265 .4 718.8 | 1,042.7 1,582.0} 148.6 74.3 74.3 33.6 
1,190.6 647.1 977.1 1,025.8} 222.5 119.7 102.8 72.9 
1,140.7 648.8 ‘981.4 935.5 90.1 92.0 68.1 31.8 
1,135.9 461.3 924.6 892.2 79.7 29.0 50.7 19.4 
1,048 .6 671.3 814.5 1,269.6} 181.7 66.3 115.4 40 .6f 
1,039 .2 653.7 922 .4 762.3 98 .9 92.2 76.8 37.9 
1,010.1 569.3 569.3 | 3,347.9} 199.8 125.0 74.8 52.2 
972.5 702.8 802.8 | 1,256.1 88 .2 36.2 52.0 32.4 
905 .7 419.3 714.0 707.5 99.9 51.1 48.8 18.2 
877.3 473 .6 553.6 1,508.0} 127.6 75.0 52.6 34.7 
835.5 666 .4 766.9 439 .9 46.3 15.8 $0.5 26.0 
820 .2 470.1 620.9 | 1,187.1] 157.2 100.5 56.7 28.3 
801.1 392.5 623.8 1,088 .4 95.8 54.6 41.2 29.0 
TAT .6 620.6 620.6 476.7| 167.4 78.7 88.8 64.9 
723.9 333 .4 528.9 | 1,210.5} 101.0 51.7 49.3 16.09 
704.8 334.6 582.1 428 .3 57.8 Q4 Ah 33.4 23.77 
702 .6 344.2 544.2 545 .6 82.4 37.3 45.2 26.6 
612.5 309.1 427.9 | 1,029.4 80.3 33.6 46.7 15.1 
604.3 419.4 419 .4 633.7| 128.2 78.0 50.2 32.2 
598 .6 335.9 460.9 876.2 97.1 63.0 34.2 29.7 
579.5 372.3 492.3 624.4 58.9 27.9 31.0 13.6 
576 .4 363 .2 418 .2 634.2} 118.5 69.3 49 .2 23.9 
574.4 444 3 4AA 3 673.5} 127.0 63.1 63.9 28 .3k 
570.8 409.7 441.7 607.0 57 .4 7.6 49.8 19.2 
542 4 9993 437 .3 410.0 92.3 58.2 34.1 12.8m 
533.1 324.0 373 .5 2,597 .2 72.8 Sone 40.1 14.8 
532.0 355.0 387.5 911.1) 106.5 54.1 Oe 31.4 
532.0 Q15.7 365.7 630.3 72 4 37.4 35.0 24.3 
514.0 325.0 425.0 548.1 {ta ef 27.9 30.8 12.6 
497 .2 248 1 363.1 586.5 49 4 26.4 23.0 21.0 
488 .6 224.8 345.7 839.8 69.1 36 .4 32.7 15.8 
487.0 313.8 389.1 588 .9 83.4 49.5 33.9 15.6 
486 . 4 309.3 431.4 305.8 45.9 tO 38.1 11.7n 
479 .8 387.3 406 .6 670.8 61.7 16.5 45.2 7.59 
ATA 1 249 .2 350.6 | 1,232.1 80.0 49.1 30.8 19.9 
473.8 232.8 363.8 | 2,088.8 Q1.1 10.8 10.3 3.0 
458.1 bel WY fea 395.0 793 .5 70.5 32.7 37.9 15.2 
453 .2 249 .8 360.9 575 .6 73.2 39.4 33.9 17.2 
452.5 315.1 384.1 660 .6 62.4 31.6 30.8 18.1 
443 .2 Q47 .8 362.1 380.4 48.5 21.0 27.5 17.5 
441.6 271.8 328.7 452 .0 69.2 38.0 31.2 20.4 
438 .5 109.1 353.5 287.9 35.2 16.8 18.8 2.78 
437 .0 224.7 279.3 674.6 88.1 53. 9t 34.2 11.5 
431.4 298 .0 365.9 378.5 49.1 24.3 24.7 12.2 
422.5 261.9 387.3 488 .'7 24.2 12.1 12.1 10.6 
414.1 228 .9 378.9 421.3 12.8 6.1 6.7 8.7 
409 . 4 293 .5 346.9 476.8 55.5 14.7 40.9 25.3 
404.6 211.0 246 .0 329 .0 25.2 13.8h 11.4 10.8 
401.5 226 .4 304.5 514.5 43 .4 Q1.5 21.9 12.9 
395.2 $16.3 336 .9 368 .0 38.1 11.0 ar Ra 12.4 
384.0 AA OR 324.6 340.6 49 . 4 23.1 26 4 13.7 
363.8 288 .3 288.3 463 .9 34.6 15 .4h 19.1 17.0 
362.4 312.9 312.9 473 . 4 43 .5 6.5 37.0 14.7 
356.5 302.1 302.1 276.8 64.1 27.3 36.8 15.5 
353 .2 219.0 274.0 783 .0 60.1 32.2 27.9 16.2 
345.1 269.8 269.8 292.5 68. 4 29.6 38.9 30.4 
340.7 108.7 272.5 226 .6 27.6 13.6} 14.0 6.2u 
337.3 232.5 287.5 298 .0 52.8 26 . Oh 26.8 14.5 
335.1 205 .4 304.2 166.0 18.2 7.5 10.7 12.0 
328.7| 198.2| 128.2] 638.5, 61.8| 44.4| 17.4| 79 


Number 
of Stock- 
holders 


494,632 


284,290 
286,240 
146,012 
175,133 
117,800 
n.d. 
121,447 
104,803 
60,958 
247,944 
112,269 
111,424 
109,551 
101,330 
191,152 
17,647 
85,284 
98,000 
85,000 
15,262 
n.Q. 
ue by rer 
69,245 
80,923 
90,405 
47,265 
53,900 
28,600 
17,141 
85,481 
68,427 
41,857 
14,626 
31,801 
41,101 
20,445 
64,849 
49,339 
177,199 
16,038 
37,900 
33,269 
50,426 
42,253 
18,477 
62,318 
32,549 
14,937 
18,100 
34,022 
37,839 
15,639 
5,950 
16,544 
23,900 
45,432 
16,820 
29,517 
7,282 
35,337 
36,361 
24,434, 
34,700 
24,121 
n.a. 
63,950 
38,720 
8,681 
22,304 
40,505 


Number | Employ- 
(+) ment 
Employees} Costs 
551,095 | 2,626.3 
118,756 691.9 
301,560 | 1,569 .2 
93,091 519.0 
43,500 240.0 
50,870 313.6 
160,000 n.a. 
41,320 226.6 
157,380 780.6 
48,000 219.9 
222,070d| 1,146 .7d 
34,940 183.9 
122,729 609 .4 
70,000 n.a. 
23,377 126.0 
n.a. n.a. 
34,660 217.7 
22,693 133.0 
129,307 588 .0 
85,117 397.5 
46,501 271.6 
106,024 537.9 
40,458 (bei fe 
69,463 380.7 
18,000 n.a. 
28,024 n.a. 
101,864 350.0 
21,436 126.0 
29,100 130.6 
89,951 267.1 
53,900 292 .2 
16,340 n.a. 
43,836 214.6 
28,975 159.8 
36,004 150.6 
21,188 99.5 
46,170 n.a. 
78,500 324.0 
15,785 n.a. 
65,000 300.2 
27,381 151.7 
10,000 n.a. 
67,549 302.9 
28,644 163.8 
9,263 55.6 
24,856 138 .2 
45,274 203.7 
66,000 268.5 
10,900 n.a. 
27,071 142.3 
36,888 171.6 
24,000 n.a. 
30,956 158.5 
23,015 n.a. 
42,141 195.2 
23,680 120.7 
9,200 n.a. 
9,200 44.0 
9,183 46.8 
75,000 151.1 
36,697 155.8 
9,302 n.a. 
19,759 75.9 
33,094 n.a. 
10,494 58.9 
14,795 77.5 
22,300 97.1 
18,453 | na. 
18,565 68.0 
17,110 76.1 
10,848 60.9 


otek : 26,437 | 48,741 | 220.9 
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A pi NEW NAMES appear among the compa- 1953, they were eighty-fifth, eighty-sixth and eighty- 


nies making up the list of the one-hundred ninth, respectively. 
largest manufacturers in 1953 according to size ; . d 
of assets.1 Of seven companies added between 1951 Some Financial Reports Unavailable 


and 1952, two dropped out between 1952 and 1953 
and were replaced by the two previously mentioned, 
making a net of seven companies added since 1951. Of 
these, three are aircraft producers, three are machin- 
ery manufacturers, and the remaining one is a chemi- sible, therefore, to consider these corporations in 


cal producer. ha ee wey selecting the one-hundred largest manufacturing cor- 
Prior to its acquisition of E. R. Squibb in 1952, porations. 


Mathieson Chemical did not even come within the Assets of the corporations listed here totaled $74.2 
top one-hundred. By 1953, it was eighty-third. (See billion in 1953—$4.6 billion above the previous year. 
page 448.) A subsequent merger with Olin Industries The increase between 1951 and 1952 was $5.0 billion. 
in August, 1954, will undoubtedly raise the Olin Net worth rose by $3.1 billion since the end of 1952, 
Mathieson position still further in the 1954 ranking. and invested capital, which is the sum of net worth 
Douglas Aircraft, Boeing Airplane and Lockheed and long-term debt, advanced by $3.3 billion. During 
Aircraft fell somewhere outside the list in 1951. In the two-year period they rose by $6.2 billion and $8.8 


Financial reports are not published by some. large 
corporations. Hughes Tool Company, Lever Brothers 
Company, Eli Lilly & Company, and Joseph Schlitz 
Brewing Company are examples. It has been impos- 


See The Business Record, April, 1954, for 1952 data for manufac- billion, respectively. 
turers, and ast month’s issue for the one-hundred largest trade Gales of uimeie nine of these companies (Ford Motor 
corporations in 1953. MW 


THE HUNDRED LARGEST—Continued 


Total Net Invested 1 Income Federal Income Dividends jee Number Employ- 
Anccts | worth | Conital | “| Bec | tpmme | ter | Paid | ofStce | byead ett 
i 263 .2 554.4 29.8 14.1 15.7 8.9 31,682 | 30,621 145.4 
hee. Se Ser sian epee! vor 4l® d16l' | ai%s | 90°5.| 12.0 91 Bolen 32.465 | 140.1 
ema oe losh.. tis bisa ce 313.3 | 275.9 | 275.9] 241.7 59.8] 16.3] 43.5] 21.3 | 32,937] 6,262] 33.6 
Standard Oil Co. (Ohio)............... 307 .6 213.1 247.7 333 .4 30.7 9.50 Qe 2 10.5 29,339 | 11,136 59.9 
Sunray Oil Corp. wwe cs eo 303 .2 201.3 279.9 133 .2 37.7 10.1 27.6 NEBL 69,846 2,184 11.4 
Burlington Mills Corp................ 300.7 184.9 265.5 360.8 21.4 10.5 10.9 6.1 19,817 | 32,000 n.d. 
United Aircraft Corp................. 297.7 152.9 152.9 817.9 69.7 48.5 21.2 10.0 34,813 | 62,147 263.2 
Wational’Lead €o.05....-.2..-s120085 294.6 200.9 208 .6 436.1 62.8 32.0 30.8 aes (0) 29,641 | 23,462 107.0 
Richnheld\Ou(Corp. 7.02. sb. wees ces 285 .3 163.7 234.7 202.0 45.3 16.8 28.5 14.0 11,658 5,196 28.7 
Caterpillar Tractor Co.....°.....4.... 279.2 | 161.8 | 214.8 433.8] 55.9 35.6 20.3 | 10.6w]| 20,252 | 29,496 | 134.8 
Mathieson Chemical Corp’............ Q7A 5 149.4 | 226.6 243.6) 34.3 15.5 18.8 11.7 29,000 | 17,803 | n.a. 
SKelivgOueConer eee ce es « 274.5 | 233.4 | 243.9 215.3) 41.6 10.3 31.3 9.32 | 4,504] 4,725 22.8 
Douglas Aircraft;Co...00 0... ee. seo 273.5 98.6 98.6 874.5) 61.4 42.8 18.6 7.8 8,659 | 66,500 | 292.4 
Basing iMige) Estey Ofer nee re a Q71.1 82.2 82.2 918.2 58.6 38.3 20.3 5.7 14,501 | 58,716 261.7 
American Viscose Corp..............-- 267.7 | 236.0 | 236.0 228 .2| 25.4 1}. 12.3 9.2 18,863 | 19,091 80.8 
Kaiser Steel, Corp sa. e sce seers ck 261.1 103.9 242.1 128.5 15.2 ia 7.9 3.9 24,817 7,546 37.0 
Lockheed Aircraft Corp............... 260.4 73.1 73.1 820.5 48.3 32.8 15.5 4.9y | 12,601 | 51,548 951.8 
Borg-Warner Cor eee |) 26023.) 183-9) 18329 407.4) 57.1 83.2 24.0] 19.5 22,514 | 21,845 | 112.2 
eC Cas et 259.9] 178.9| 178.9] 251.21 51.4] 23.2] 98.2] 291.4 | 91,184] 111427] n.a. 
ee Co eed Miubih O80 esac so 959 .1 78.8 97.6 464.1 52.0 36.2 15.8 6.3 25,831 | 32,752 185.4 
ee i are el qo sets | $84.5 18.8].| 90 | 9°84 76°) sesg |ranteotaien e 
Philip Morris & Co4............0.00-- 255.1| 144.9] 176.9| $17.5] 28.8] 15.5] 184] 8. | e2454] 4365 | na 
Wheeling Steel Corp.................. 246 .3 153.5 206 .4 Q17 4 26.5 14.0 12.5 6.1 12,336 15,248 85.3 
Nash-Kelvinator Corp.5............... 243.6 | 147.1] 147.1 478.7| 30.0 15.9 14.1 8.7 44,359 | 25,745 | 119.5 
Pllevvaraelin hehe, «3 Ue keke x, oe vs oy'e ears 228.6 134.7 134.7 404 2 30.3 19.3 11.0 8.8 32,639 | 20,000 n.a 
Avco Manufacturing Corp eur ice a: 226.5 94.2 | 124.7 414.8 5.9 2.5 3.4 5,0 5,908 ne OH 
General American Transportation Corp.| 226.2 86.9 | 196.5 nee aS a A 10.0 ¢ 4 ite eee Ste oe 4 
Food Machinery & Chemical Corp..... 222.7 | 128.5 | 176.8 292.8] 23.6 12.0 5 a : 
: fi ‘Includes operations of Benson & Hedges for full year. 
ae ior Aa Dey peguelee elie ped oreo cere: ed 5Name ienied to American Motors, May 1, 1954 on merger of the company and 
operatns revenues, net billings, income from manufacturing and service, che 1 eee Mee imo ltaals 
jon i . i Ou, . . 
Ber Ge Konan Sioiee ord Hobaing Cos Sandie! Ol Co Pigcludes other income taxea. 
CE pe aera j i i 81, 1954 on dExcludes 10 tha ce oles with etn of $60.4 million at atomic projects 
eg Gepes t0.0 ae Oie ogee scaids Rae he operated for the United States government. 
Wi oat .9-million stock dividend. eIncludes state income taxes. 
ae here i cathe orate Seales aoe dividend. wExcludes $8.8-million stock dividend, 
(bane Saori aa sss Me gExcludes $36.9-million stock dividend. zExcludes $18.6-million stock dividend, 
ce $18.8-million stock dividend, sExcludes $4.3-million stock dividend, yExcludes $3.4-million stock dividend. 
ifxcludes $40.1-million stock dividend, Includes liability for renegotiation. n.a. Not available. 


uExcludes $4.3-million stock dividend. 
Sources: Annual reports of the Companies and Moody's Industrials 
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ONE HUNDRED LARGEST MANUFACTURING CORPORATIONS IN 1953 RANKED BY ASSETS 


Bila) Bee MATEO gee weet Be ee Cae EE Sg a a ea 


Rank in Rank in 


General Motors:COrp. ccs. fetes oes ce noes 2 2 
Standard Oil Co. (New Jersey).......-..++-- 1 1 
United States Steel Corp.............-..55: 8 8 
E. I. Du Pont de Nemours & Co............ 4 4 
Socony Vacuum Oil Co...........----+-55- 5 6 
Standard Oil Co. (Indiana)..............+-- 6 5 
BordelylOtome Omer cco ss csls cto issih seus 8 9 
Pee Lexas@Utreren cet ae eres es see eis.4 rniee tf wf 
Bethlehem Steel Corp............--.200000- 10 
UOT COLD ae anciel- Sorc tinel- <ielaur ls widvoatstore 11 
Generali tlectric COs ya. atic since crys steleilers 8 
Standard Oil Co. of California.............. 12 
Westinghouse Electric Corp..............++. 14 
Union Carbide and Carbon Corp............ 15 
SInciaiOieCOrp race cces as ween eas covert 16 
CitiesiService Cosi. the. Se. Foie. nes 13 
SHellcQil’ Com eign fle ths said Sesusnee i estcpare thee 18 
hips PetrolewwaiCO ws 5 cece ss veces « cla gis 21 
Chrysler Corpvccec. cae ces erro eee sae 19 
International Harvester Co................. 17 
Aluminum Co. of America.................- Q7 
Western Electric Co-............... 0000 eee 22 
Anaconda Copper Mining Co............... 24 
Republic Steel Corp..................0000- 20 
American Tobacco Co.............0.eeeeees 23 
Kennecott Copper Corp...............+.05 26 
Goodyear Tire and Rubber Co.............. 25 
Pow Cnemical Gowers: acces oe sek ete ewes 28 
Allied Chemical & Dye Corp................ 45 
Firestone Tire & Rubber Co................ 84 
Hastmanjsodak Cove .ng..6.. he sae ss om cearees 33 
R. J. Reynolds Tobacco Co................. 30 
Jones & Laughlin Steel Corp................ 29 
Wational’SteeliCorpee a4. i= 2. dis oo 6 tls ce 6 an 32 
International Paper Co..................44- $1 
Atlantic Refining Cos.o<.. . 2.0; c02 5 <c cies oes 36 
International Business Machines Corp 50 
WIE Ce OOteEe Nebr tce oleate, GEO «dhe rs Gin crere 38 
Procter & Gamble Co.............s00cecee: 39 
Radio Corp. of America.............0-s2e0¢ 49 
Youngstown Sheet & Tube Co.............. 43 
Liggett & Myers Tobacco Co............... 37 
United States Rubber Co................... 40 
(ASINCO SLEEL COTS sla siete «eid ag cise deh Ke eee 41 
Union Oil Co. of California................. 55 
Sm Cones. sere ee ots ke hea a ae 48 
National Dairy Products Corp.............. 46 
ATIOOUE Sei Oln sc tn atteidy.e soy ae evn e naoe 5 85 
Distillers Corp.—Seagrams Ltd 42 
Enlanai steel CO seer ey se aiercets aedies ne 51 


Company does not report sales) were nearly $10 bil- 
lion above 1952. This increase is one and one-half 
times larger than the increase that occurred between 
1951 and 1952. 

Income before taxes had decreased substantially 
during 1952, and despite a sizable rise between 1952 
and 1953 was still below the 1951 level. However, net 
income after taxes for 1953 was greater than it was 
in the two earlier years. 


Number of Stockholders and Employees 


Data for the number of stockholders, employees 
and employment costs are lacking for many of the 
companies. The totals for companies reporting in 


American Can Cos. 52. «sticisciensd oath aot 
American Cyanamid Co..............-+++: 
Pittsburgh Plate Glass Co................4. 
Reynolds, Metals. Cos, . «is.s.estanw:-e.eeonaee 
B...F: Goodrich ‘Co: sc. 3-057 oe i+ ee Soe ae 
Deere: &: Consors ae soe ete ne es asters ee 
National Distillers Products Corp........... 
Schenley Industries, Inc.................4-- 
Continental Oil'Co-... 2. scr. 9a estes oe ae 
Singer Manufacturing Co................... 
Allis-Chalmers Manufacturing Co........... 
Pure Oil: Co... codae seuretsa eticc se eae eae 
Monsanto Chemical Co................+--- 
American Smelting & Refining Co........... 
Tide Water Associated Oil Co............... 
Weyerhaeuser Timber Co................... 
General Foods Corp.................2200-- 
Phelps:Dodge, Corp... dbs cc Saartayeclonle 4, aed 
Kaiser Aluminum & Chemical Corp.......... 
Crown Zellerbach Corp..............2++005: 
Celanese Corp. of America.................. 
Bendix Aviation Gorp%..:ss2-e-< 14-6 oe oo 
Continental Can Cos, 22. .ca.4- ammo ete 


Ohio Oil Covesccunnmatcsosssssotmantde eae 
Standard:Oil Co: (Ohio). oe ace dae eae ee 
Sunray Oil, Corpiss sc anaeg ca ae aches ie deals 
Burlington, Malls Corn. .os-4-) aneiee fee 
United, Aircraft, Corp). sicas d-act. aon.c © tee 
National Lead (Co.t nina cckieee ee eee te te 
Richfield Oi Corp 3 sn. Gevn cae as tone ee ee 
Caterpillar Tractor Co.................0.02- 
Mathieson Chemical Corp.................. 
Skelly Oil Coco nr d <tr stuamaah wwe ccmieaecce oe 
Dougiag Aircralt Co... Gacnck a) sek eee oe 
Boeing Airplane Co....................000- 
American Viscose Corp..................00. 
Kaiser, Steel, Corn...4 «a, arena ss 0 sc see ce ote 
Lockheed Aircraft Corp.................... 
Borg-Warner Corp a. ip cases doesn comeseee 
Coca-Cola Co's evades tangarak ued os bee eo 
Sperry Corp: aan <chig wach Meee ce On 
dePaptevens COs. onicaccks oe Set eee eee 
Philip, Morris: Co!.3.Gacdee wen. cae e ee or 
Wheeling Steel Corp...............cecccee- 
Nash-Kelvinator Corp..................00: 
Pullman, Ine. ic. con an Seceny at eae 
Avco Manufacturing Corp.................. 
General American Transportation Corp...... 
Food Machinery & Chemical Corp........... 


both 1953 and 1952 respectively are: number of 
stockholders (ninety-five companies) —5,643,869 and 
5,524,398; number of employees (ninety-five com- 
panies) —4,549,849 and 4,311,914; employment costs 
a companies) —$19,245 million and $16,747 
muilion. 


Change in Industrial Composition 


The industrial composition of the list has changed 
considerably through the years. According to a re- 
cent study,) it was shown that in 1909 the iron and 
steel industry accounted for 30.8% of the assets held 


1A. D. H. Kaplan, “Big Business Enterprise in a Competiti 
System,” The Brookings Institution, 1954. as ipeeec 
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DISTRIBUTION OF ASSETS, SALES AND NET INCOME BY INDUSTRY FOR THE ONE-HUNDRED LARGEST COMPANIES IN 1951 AND 1953 


Industry 


1953 


Food, beverages and tobacco 
Textiles 


— 
2 > 69 


Ce ee ry 


Heese eee ee eer se ee were esr eeseeereereeeerresesesas 


COP eee rere ese reer reece rsereresereesrsssecens 


© 


Som POO UOL 


CO ee ee es 


_ 


Sem ee eee mere ere errs er nerareesessnes 


ORONO ORE a EDOM aie aC ECC m CnC MC Cn irre 


ee ee ee rd 


i 
o|=— 
o 


Number of Companies 


1951 


| 


Per Cent Distribution 


Total Assets Sales Net Income After Taxes 


1953 1951 1953 1951 1953 1951 

15 7.9 9.2 13.7 16.2 5.7 6.4 
4 1.6 1.9 1.2 1.5 0.8 1.5 
6 8.1 7.2 5.2 5.3 8.6 8.5 
21 $1.5 30.8 21.8 23.0 37.3 37.3 
4 3.1 3.3 4.2 4.7 2.9 2.8 
13 13.2 14.3 12.9 14.1 11.6 11.4 
8 5.8 5.6 3.7 3.9 5.1 5.8 
q 4.7 4.4 4.4 4.4 3.1 3.7 
4 5.9 5.8 7.6 6.8 5.7 5.0 
4 11.3 11.1 15.4 13.6 12.1 11.0 
2 1.9 0.7 4.5 1.0 1.6 0.5 
12 5.2 5.8 5.2 5.6 5.6 6.1 
100 100.0 100.0 100.0 100.0 100.0 100.0 


Nore: Sales and income data for Ford Motor Company are not included in the above totals, Items may not add to total due to rounding. 


TOTALS FOR ONE-HUNDRED LARGEST COMPANIES IN 1953 
Millions of Dollars 


1953 1952 1951 

Total assets............. 74,215 .6 69,665 .5 64,633 .6 
INGE WORTD 55,5 6 cecizig cuore « 46,672 .5 43,582 .8 40,501 .4 
Invested capital......... 56,255 .8 52,962 .9 47,422 .8 

Omelet. cine ets oes 89,861 .0 79,953 .3 76,060 .4 
Income before taxes..... 11,232 .2 9,922 .4 11,583 .5 
Federal income taxes..... 5,533 .8 4,742.9 6,243 .2 
Income after taxes....... 5,699 .0 5,180.6 5,340.8 
Dividends.............. 2,983 .4 2,830.8 2,795.5 


Nors: Totals for sales, income before and after taxes, federal income taxes, and 
dividends exclude Ford Motor Company, for which no data are available. 


Sources: Annual reports; Moody’s Industrials; computed by Taz ConFERENCE BOARD 


by the one-hundred largest industrials.1 Nonferrous 
metals held 9.4%; and petroleum, 7.4%. In 1953, the 
iron and steel products industry was no longer in 
first place. Its assets amounted to 13.1% of the total, 
whereas petroleum jumped to 31.4%, and nonferrous 
metals receded to holdings of 5.8%. These are only 
a few of the shifts that took place during the 44-year 
period. Since the 1909 list contains companies other 
than those in manufacturing, the percentages ob- 
tained from the 1909 and 1953 data are not completely 
comparable. If nonmanufacturing companies are ex- 
cluded from the 1909 list, we find that the iron and 
steel industry held 35% of the assets of the eighty- 
three manufacturers, nonferrous metals held more 
’ than 10.5%, and petroleum 8.5%. 

The industrial breakdown of the lists for 1951 and 
1953 is given on this page. The most notable changes 
occurred in the aircraft and food industries—the for- 
mer on the upswing and the latter on the decline. Air- 
craft had two companies on the 1951 list, and they 
accounted for 0.7% of the assets, 1% of the sales, 
and 0.5% of the net profits. In 1953, they had five 


' In addition to manufacturing concerns, this list of industrials in- 
cludes seventeen companies engaged in private transport, coal mining, 
retail distribution, etc. These companies held about 1214% of the 
total assets of the one-hundred industrials. 
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companies with 1.9% of the assets, 4.5% of the sales, 
and 1.6% of the profits. Food, beverage and tobacco 
companies dropped two companies from the list be- 
tween 1951 and 1953. Their holdings of the total 
assets of the one-hundred companies fell from 9.2% 
to 7.9%, sales dropped to 13.7% from 16.2%, and net 
profits dropped from 6.4% to 5.7%. 


Anita R. BEcKERMAN 
Division of Business Economics 


BUSINESS FORECASTS 


(Continued from page 445) 


liams, Under Secretary of Commerce, said today a feeling of 
‘mild optimism’ about businss prospects is warranted. Gigan- 
tic adjustments have been made in the United States econ- 
omy with a minimum of economic disturbances, Mr. Williams 
said. ‘With such a record of positive accomplishment in a 
period of readjustment, a glimpse into the economic future 
carries with it reason for much solid confidence,’ he 
declared... . 


“The Under Secretary said the difference between condi- 
tions during the first months of the recession and more 
recent developments lies in the fact that depressing forces 
outweighed expansionary pressures at first, while lately the 
opposing forces have been in ‘rough balance.’ ” 

Grover W. Ensley, staff director, Joint Committee on 
the Economic Report (in an address before the Interstate 
Conference of Empoyment Security Agencies, October 
11)—‘‘With respect to the immediate outlook, there are 
some indications which I would like to mention. First, unless 
international conditions worsen we can expect a continued 
decline in federal expenditures and hence governmental 
demand for goods and services. Federal expenditures in the 
current fiscal year will decline perhaps $4 billion below the 
last fiscal year. At the same time, federal tax receipts will 


(Continued on page 457) 


Executives Discuss 


Survey of Business Practices 


MANAGEMENT'S CONTROLS 


attributes managements seek in the information 

they require for control purposes. As one of the 
ninety-six executives cooperating in this month’s sur- 
vey of business practices points out: 


0 aes clarity, pertinency—these are the 


“If we can give our top management people information 
which is timely, clearly presented, to the point and with- 
out frills, and which allows them to control what is hap- 
pening today, thus making their planning for the future 
a reality, the effort which we put into assembling control 
information is worth while.” 


Of course, the top executives of every company 
attempt to keep abreast of all significant trends and 
developments in their businesses. However, the areas 
which are considered “significant” and the methods of 
keeping alert to developments in those areas vary 
widely. Company size and the amount of authority 
delegated to executives below the top level are the 
factors having greatest influence on the control method 
used. 


ITEMS WATCHED 


Of all the facets of business, financial and sales areas 
obviously receive the lion’s share of top-management 
attention. But most companies have found that other 
indicators also provide valuable information. In 
many companies top management keeps tabs on pro- 
duction and personnel activities, as well as develop- 
ments in such diverse fields as public relations, contri- 
butions and organization structure. 

However, what might be of importance to one com- 
pany is not necessarily of significance to another. Dis- 
tribution costs, for example, are brought to the atten- 
tion of top management in several oil and steel com- 
panies, but are rarely considered “key phases” by 
companies manufacturing instruments and controls. 
The box on page 451 lists the important control areas 
reported by cooperating companies. 

The variations in the concept of key control areas 
are shown by the following company reports: 

“The key phases of our company operations which are 
continually and systematically watched by the chief ex- 
ecutive officer and/or the second executive officer are: 


Total value incoming new orders 
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Total value shipments of finished goods 

Unfilled orders by scheduled delivery dates 

Raw material purchases and total inventories 

Factory labor cost variances 

Detailed sales analyses by items, customers, sales terri- 
tories, etc. 

Financial P & L statements and balance sheets. 


“The above represents the principal control reports which 
are systematically followed without variation. Needless to 
say there are numerous other special reports which are 
provided from time to time at irregular intervals.”— 
(Instruments and controls) 


* e** 


“Sales, production and distribution costs, inventories, 
research and development and capital expenditures are 
the key phases of the company’s operations which are 
continually and systematically watched and controlled by 
executives.”— (Chemicals) 


* * * 


“The president and executive vice-president of the com- 
pany receive regular monthly reports on the following key 
phases of the company’s operations: 


Balance sheet 
Profit and loss statements 


(a) Company as a whole 
(b) Product divisions 
(c) By plants 
Capital authorizations and expenditures (in summary 
and by detail if over $5,000) 


Product contribution to net profit 
Source and disposition of funds 
Sales reports by areas 

Comparative payroll analysis 
Employees’ expense account reports 
Cash report 


“In addition to the above, charts covering a period 
of several years are kept up to date showing trends of 
sales and unfilled orders, profits, dividends, inventories, 
etc.; also variances from standard costs at each plant. 
Furthermore special reports are made from time to time 
on important matters under study.”— (Building mate- 
rials) 

* * * 

“Phases of company’s operations watched by the board 
and chief executive officer include: sales; production; 
product yields; costs; profits and profit margins; capital 
expenditures; inventories; accounts receivable; research 
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progress; and activities of staff departments.”— 
(Chemicals) 


* + 


“The key phases of our company’s operations that are 
continually and systematically watched and controlled 
by the board of directors, the chief executive officer and 
his major executives are as follows: 


“1. First, the normal balance sheet and profit and loss 
statements reflected down to earnings per share and com- 
pared to our previously determined plan of operation or 
budget. Likewise, a detailed fund statement on a month- 
to-month basis as well as year-to-date, which keeps us 
currently informed as to the source and disposition of 
funds. These statements on funds are also measured 
against budgets. 

“2. Secondly, we have our top sales reports by product 
lines, measuring gross profit and expenses by major 
product lines. Again, these are compared to budget. 

“3. Manufacturing costs are reported monthly on an 
actual basis, compared to standards both for fixed and 


Key Items Systematically and Continually Watched 
by Top Management for Purposes of Control 


(In order of frequency of mention within each 
major area) 


Distribution costs 
Number of salesmen, 
by product 


Finance 


Inventories 
Profit-and-loss  state- 


ment 
eer Personnel 


Complete balance sheet Number of employees 
Capital expenditures Wages 


Source and disposition Personnel relations 
of funds Average earnings by 


Costs factory employees 
Budgets Payroll analysis 


Capital authorizations Officers’ salaries 
Accounts receivable Expense accounts 
Income Productivity 
Working capital 
Profit by product 
Dividends 
Operating ratios 
Bank balances 
Overhead 

Rate of return 
Earnings per share 
Accounts payable 
Taxes 


Production 


Production level 
Standard-cost variance 
Purchasing 

Production costs 
Production control 
Overtime 

Scrap 


Miscellaneous 


Marketing Business outlook 
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variable allowances and variances developed by major 
areas of production. 

“4, Finally, capital expenditure progress is reported 
monthly against specific item allocation by operating 
areas.” — (Paper) 


DISTRIBUTION OF INFORMATION 


In many companies the board of directors and the 
chief executive officers receive identical information 
for control purposes. However, in some instances the 
material presented to the board is less voluminous and 
less detailed, because the board in these instances is 
strictly a policy-making, rather than an operational 
body. In many of these companies, the board merely 
reviews monthly, quarterly or annual summaries of 
reports which the president receives on a weekly, or 
even daily, basis. Typical arrangements follow: 


“Our board of directors is, of course, responsible for 
the determination of general company policy. The material 
regularly reviewed by the board on a monthly basis in- 
cludes the operating statement, with particular attention 
to profitability of product lines, cash position, capital 
expenditures, plans for new or improved products and 
processes, together with the verbal reports and recom- 
mendations of the operating officers as to results achieved 
and future planning. 

“The president, on the other hand, receives daily re- 
ports of orders, billings, receipts and expenditures, to- 
gether with monthly reports in detail as to billings, costs, 
profits (by plants, divisions and product lines), inven- 
tories, unit production, and the like.”— (Automotive Sup- 
plies) 


* * * 


“The board of directors of this company continually 
and systematically watches and controls major expendi- 
tures, officers’ salaries and the general profitable opera- 
tion of the business. The board also has jurisdiction over 
the acquisition or sale of properties. The chief executive 
officer is interested in both operation and sales and these 
items are under review almost daily.”— (Mining) 


* * * 


“Each month our board of directors reviews the follow- 
ing phases of our operations: financial (including our 
income position, our asset and liability position, profits, 
the application of funds and cash position), sales, inven- 
tory, nature and status of company investments and 
credit position of our subsidiaries vis-a-vis the parent 
company. 

“The following phases of our operations come under the 
president’s review on a monthly basis: budget and ex- 
penses incurred by each department; sales (including the 
amount and make-up of our sales figures; a breakdown by 


Sales or new orders 

Shipments or billings 

Backlogs 

Product research and 
development 

Advertising 
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Administrative activi- 
ties 

Organization 

Public relations 

Contributions and do- 
nations 


country, sales branch, agent, etc.; complaints; nature, 
amount and status of machine orders; returns and allow- 
ances; and no-charge shipments); complete financial re- 
ports; and the size and make-up of our inventory. 


“In addition, he receives monthly narrative reports 
from each of our operating divisions containing a sum- 
mary of the divisions’ activities for the past month, in- 
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cluding problems, progress and planning. On a monthly 
basis, a review is furnished him of the relation of in- 
direct labor to direct labor. On a weekly basis, the size 
and make-up of overtime ‘nonproductive’ factory labor 
and the figures on indirect factory labor come under his 
review. Our cash position and machine orders are re- 
ported daily.”— (Industrial machinery) 


e 8° Ss 


“The directors receive monthly reports on sales, -oper- 
ating profit and net profit and the relationship of the latter 
two to sales and investment. The chief executive officer 
is both chairman of the board and president, and the 
second executive officer has the detailed direction of 
operations. These officers both receive monthly reports 


ally and systematically watched by each department head. 
The chief executive officer works closely with each member 
of the board; therefore, the operations are continuously 
under observation. Top management keeps abreast of de- 
velopments in our manufacturing through daily reports to 
the various department heads.” 


FREQUENCY OF REVIEW 


There is little pattern among reporting companies 
as to the frequency with which key items come under 
top-management review. Frequencies range from 
“day-to-day” to “annual review,” depending upon the 
importance of the items concerned. Monthly or 
weekly appraisals are most common. however. 


covering results of operations and performance with re- 
spect to inventory turnover, working capital turnover, 
investment turnover, expenditures for capital assets and 
employment. 

In addition, the general manager receives monthly 
from each unit a detailed profit and loss statement, bal- 
ance sheet, sales analysis and variance analysis for the 
preceding month.”— (Automotive supplies) 


* * 


“At the monthly meeting of the board, the directors 
give a great deal of time and attention to the monthly 
operating report of the company. In addition, they are 
concerned with the cash balance, inventory totals, rate 
of operation, and the business outlook for the future. 

“As the nerve center of the organization, the chief 
executive officer is in control of the company. He receives 
a daily report of operations, sales and inventories, has 
morning telephone contacts with sales agents, receives 
weekly reports of bank balances, has periodic contacts 
with the buyer of our chief raw material, and designates 
changes in plant operations.”— (Mining) 


Small Companies 


The problem of control is often simplified in the 
small company. The very fact that the company is 
small eliminates the necessity for elaborate controls 
and reporting, because top management is so close to 
the operating level. Thus, the treasurer and general 
manager of one such company is able to say: “We in 
management are in constant touch with production 
and distribution daily,” and the general manager of 
a building materials company reports: 


“Because of the size of this organization, the usual 
formality that is necessary in large corporations in con- 
nection with practically all phases of the business, are un- 
necessary. Because this is the case, sales is close to pro- 
duction, and both are close to finance, and all take a 
part in determining changes in operation, expansion, and 
new products.” 


And the president of a foundry writes: 


“Our board of directors is composed of officers of our 
company. Each officer is a department head; therefore, 
the various phases of our company operations are continu- 


Typical comments on frequency of review follow: 


“Listed below are the key phases of our company’s 
operations that are continually and _ systematically 
watched, together with the frequency of review: 


Daily—New orders; risk position on raw material; bill- 
ing; cash 


Weekly—Production; receipts and disbursements; ac- 
counts receivable 


Biweekly—Commitment position on raw materials and 
finished goods 


Monthly—Stocks and unfilled orders; overdue accounts; 
orders vs. forecast; review of costs vs. prices 


Quarterly—Financial statements; statistical summaries.” 
— (Textiles) 


* + 


“The chief executive officer and the second executive 
officer each receives daily: (a) a summary of cash; (b) a 
summary of new business by categories. And monthly 
[each receives] a comparative summary of sales. 

“Using a tabulating system, the board of directors is 
furnished each month, well in advance of their monthly 
meeting, with comparative month- and year-to-date dollar 
and percentage operating figures, consolidated and by 
departments.”— (Chemicals) 


* + 


“Our two chief executive officers review the following 
reports daily, weekly and monthly as indicated below. 
All of these reports carry the appropriate month-to-date 
or year-to-date figure and/or comparisons with the appro- 
priate previous period. 


Daily Reports 
Unit orders received........ daily and month-to-date 
Unit sales billed..............daily and month-to-date 
Factory production by plants... .daily, month-to-date 
and year-to-date 


Bank balances Accounts receivable 
Cash flow Accounts payable 
Weekly Reports 


Dollar and unit orders received 
Dollar and unit sales billed 
Number of factory employees 
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Monthly Reports 


Profit and loss statements: Consolidated 
Domestic vs. export 
By subsidiaries 
By division 
Balance sheets: Consolidated 
Parent company only 
For each subsidiary 
Dollar and unit orders received 
Dollar and unit sales billed 
Sales and expense report by districts, domestic and 
export 
Number of distribution points 
Number of salesmen by product with turnover 
Factory inventories by dollars and units 
Field inventories by dollars and units 
Factory costs by product 
Factory expense by plants 
Report of filled and unfilled purchase orders. 
Comparison of sales, expense and profit vs. budget— 
consolidated and by division 
Comparison of capital expenditure vs. budget 
Average high and low earnings of factory employees 
by labor grades.”— (Office equipment) 


i ate Te 


“The assistant secretary and assistant treasurer keep 
records of our production, sales, and finances and make 
daily reports to all officers.”— (Textiles) 


HOW INFORMATION IS PRESENTED 


Control information is presented to the board of 
directors and the chief executive officers through per- 
sonal contacts, reports, and charts. In almost all 
cases, the data are presented during meetings called 
specifically for control purposes. 


Personal Contact 


Where the company is small enough for top man- 
agement to be in daily touch with everyday oper- 
ations, personal contact is usually relied upon as the 
principal means of control. An executive of a small 
chemical company points out that “in the smaller 
company no elaborate system or organization seems 
necessary to remain familiar with most of the com- 
pany’s problems, programs, and progress. We use 
a few meetings, reports, and charts, but we use per- 
sonal contact to an even greater extent to keep abreast 
of developments.” 

Of course, informal personal contact is used as a 
means of control in large companies, too. Day-to-day 
contacts among executives, “dropping in the office” or 
at lunch, serve to keep top management informed in 
an informal manner. 


Reports 


Reports which summarize significant operating re- 
sults and trends are relied upon by many larger com- 
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panies to provide top management with control infor- 
mation. In some cases these reports are in written 
form, while in others they are oral and presented by 
the executives charged with the various phases under 
consideration. The following brief case studies de- 
scribe typical reports in use in cooperating companies: 


“In order to keep abreast of actual developments as they 
occur, the board of directors and other members of top 
management are provided with two basic reports each 
month which include all of the important data needed to 
appraise the operating results and their impact on the 
financial program. The first of these, designated the 
‘Management Report’, consists of a brief written text, 
tables, and trend charts covering each of the operating 
functions on a current and accumulative basis. This re- 
port attempts to highlight for management the significance 
and impact of operational developments and trends as 
they occur. The second report, known as the ‘Functional 
Operating Report’, provides much more detail of the 
functional results including detailed sales comparisons, in- 
ventory levels, working capital changes, the financial posi- 
tion at the close of the period, and in many cases, com- 
parisons of the foregoing with predetermined forecasts. 
These reports are made available to management several 
days prior to the monthly directors’ meeting, at which 
time they are again reviewed and discussed.” —(Petroleum) 


*+* + 


“The board of directors is informed on all phases of 
the company’s business at its regular monthly meeting 
through reports from the officer in charge of each division. 
These reports are complete in every detail and cover re- 
sults for the month preceding the meeting, any special or 
unusual situations, the accumulated picture, and the out- 
look for the future. The chief executive officer and second 
executive officer, in addition to the reports they receive at 
the directors’ meeting, receive weekly reports from each 
officer in charge of a division and the comptroller, which 
enable them to follow every phase of the business. 

“In addition to the regular reports, whenever a special 
or unusual situation arises, the officer in charge of the 
division will render a complete report to the president, 
who in turn, if he deems it of sufficient importance, will 
advise the directors and bring the subject up for discus- 
sion at a subsequent directors’ meeting.”—Food) 


Eee, PD 


“Our system of reports is so designed that the heads of 
the operating groups and divisions receive the same infor- 
mation that the members of the management committee 
and the executive committee receive. These are not de- 
tailed reports, but reports on over-all operations of the 
several divisions, including sales, incoming orders, profits 
and expenses, budgets, capital expenditures, forecasts of 
future sales, profits and financial position, and the general 
financial reports of the corporation. These reports are 
available to this group on a monthly basis and are re- 
viewed by the division management committees and the 
corporation’s management committee and executive com- 
mittee approximately every sixty days in a meeting called 
for that purpose. A duPont type of chart system is used 
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for these meetings. Interpretation is provided by the 
controller and finance divisions. 


“The same information in condensed form is reviewed 
by the board of directors at its quarterly and annual 
meetings. 

“It is our policy to consolidate and condense all reports 
to as few in number as possible, thereby reducing the read- 
ing time required by our management executives. This is 
a continuing program.”— (Miscellaneous nonmetal) 


Cote A 


“Top management is kept informed by a monthly 
‘Progress Report’ which compares actual results and prog- 
ress with the results and progress anticipated. These man- 
agement performance standards are established annually 
and are presented in a published program. This progress 
report is the only report that top management receives 
in keeping abreast of the general operations of the com- 
pany.”’— (Chemicals) 


Charts 


Some reporting companies feel that it is difficult to 
present and comprehend trend and status information 
on all of their significant indicators in report form. 
To overcome this drawback they have instituted a 
series of charts which show at a glance current levels 
and trends of items of importance for control purposes. 

The most famous system of charts is that employed 
by duPont. This consists of over 400 individual charts 
which analyze the operations of each of the company’s 
industrial departments, and which are presented to 
the company’s executive committee once each quarter. 

The use of charts in other companies is shown 
below: 


“The chief executive officer and other top management 
personnel are kept abreast of developments in division 
review meetings, which are held quarterly. In each of 
these meetings, charts are presented for the particular 
division indicating return on investment, turnover of in- 
vestment, return on sales, composition of the total invest- 
ment, and composition of working capital. This informa- 
tion is furnished on both an historical and a forecasted 
basis. Each of these division meetings is attended by top 
management and the highest level of management within 
the division. In addition to reviewing information that 
is shown on these charts, division management is expected 
to outline and discuss problems or opportunities that are 
currently facing them, as well as the manner in which they 
intend to approach the problems or opportunities.”— 
(Railroad equipment) 

* * * 

“In the weekly officers’ meeting following release of the 
financial statements each month, the treasurer uses a large 
board with the figures displayed to show comparative op- 
erating results by divisions. Each of the officers receives 
monthly financial statements showing comparative results 
and the results for the specific month. Where a chart 
presentation will show comparisons better, we tend to use 
charts. Ordinarily the determinant of whether informa- 
tion is charted or not is an evaluation of the work in- 


volved in charting against the importance of clearly seeing 
the trends.”— (Chemicals) 


* + 


“A very important step in our procedure is represented 
by our so-called ‘Management Review Meeting’ which is 
held each month. This is attended by (1) the central 
policy group; (2) other staff department heads; and (8) 
division managers. 

“At this meeting we present in chart form the follow- 
ing types of information: 


1. Consolidated Corporate Data 


a. Sales by major classifications 

b. Profits—both before and after taxes, including 
per cent on sales and return on investment data for 
month-and-year-to-date in comparison with plans, fore- 
cast and prior year 

c. Earnings per share 

d. Cash, working capital and balance sheet position 

e. Inventory data—quarterly meetings only 

f. Comparative standing of our company versus & 
selected list of other companies (quarterly meetings 
only) 


2. Divisional Data 


A chart is presented for each division showing sales, 
division profit, per cent on sales, and return on invest- 
ment. 


“These presentations are made in our auditorium and 
involve projection on a large screen. The actual presenta- 
tion is made by the treasurer who comments briefly on the 
divisional figures and points out any significant trends 
which are indicated by the charts. As each division chart 
is thrown on the screen, the division manager involved 
comments on any significant developments and answers 
any questions which may be addressed to him. 


“The treasurer makes a more complete interpretation of 
the consolidated data, both operating and financial. 


“The chart presentation covers about an hour to an 
hour and a half. The latter part of each meeting is de- 
voted to matters of general management interest which 
should be brought before the group. 


“We have found this type of meeting to be of great 
value in three major ways: 


1. It informs each manager as to the corporate re- 
sults and as to the results of all other divisions. 

2. It informs the central staff on all operations, both 
company-wide and divisional. 

3. It stimulates division managers to do a good job 
and to be fully informed on all phases of their oper- 
ations. 


“We use the chart projection technique also for direct- 
ors’ meetings. This, however, is limited to presentation of 
consolidated data and involves greater emphasis on finan- 
cial and balance sheet aspects and gives a more complete 
discussion of these phases of the company’s business. 

“In this presentation we supplement the charts them- 
selves with written statistical data, which are also pro- 
jected on the screen, covering the full balance sheet, 
analysis of working capital changes, and other informa- 
tion that does not lend itself completely to chart form. 
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“This presentation is also made by the treasurer. While 
the discussion centers largely around the material pre- 
sented on the screen, conventional operating statements 
are available at the meeting and are frequently referred to 
for elaboration of some points covered in the chart ma- 
terial. 


“We are very much sold on the chart method of pre- 
sentation, both for our management and director groups. 
We believe that presentation of monthly figures in rela- 
tion to trend, as well as the indicated forecast pattern 
for the future, permits intelligent analysis and interpreta- 
tion to an extent far beyond what we could do by use 
of reports alone. However, I should emphasize that 
charts do not in any sense replace the need for the con- 
ventional type of report. These provide data from which 
the charts are constructed and the additional detail needed 
to answer questions raised by the charts themselves.”— 
(Automotive supplies) 


Combination of Methods 


Although some companies rely upon either personal 
contact or reports or charts for control purposes, in 
most cases a combination of methods is used to present 
information to top management. It is only in rare 
instances that only one medium is used. The follow- 
ing arrangements are typical of methods employed by 
cooperating companies: 


“The most common medium used by top management 
to stay abreast of the key areas of interest is that of group 
meetings and discussions. As an outstanding example of 
this, the executive committee normally meets every day to 
review important matters relating to the company’s affairs. 
Other methods used include: (a) written reports pre- 
pared by company personnel (when deemed to be of suffi- 
cient importance these reports are scheduled for review at 
a board or executive committee meeting); (b) discus- 
sions with outside consultants; and (c) frequent trips by 
directors to the field to observe operations firsthand and 
for discussions with the managements of various affiliated 
companies.”— (Petroleum) 


* * * 


“Most of the work of our board of directors is done 
through the medium of two policy committees, the execu- 
tive committee and the finance committee. Members of 
these committees consist of directors and the central line 
management. Each committee meets once every four 
weeks. 


“At the regular meetings of the executive committee 
the first topic is always a report covering trends of cur- 
rent business, which is presented by the director of sales. 
This report covers information on incoming orders and 
shipments in comparison with forecasts, together with 
significant sales developments. Then the director of manu- 
facturing regularly presents a report on plant activity, 
manufacturing performance, etc. The committee also re- 
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current and estimated earnings together with a review of 
the components of working capital. From time to time 
it also receives reports on capital expenditure programs 
and significant tax developments. The committee also 
reviews and approves the operating budgets and forecasts. 


“The basis of these reports consists of a massive flow 
of data, reports, and information going to the central line 
executives from our operating divisions. The members of 
the finance committee also receive financial statements 
from the divisions as well as the consolidated results for 
the company. The divisional statements are accompanied 
by written comments and comparisons with budgets and 
forecasts. These analyses are prepared by so-called con- 
trol sections under the jurisdiction of the divisional con- 
trollers.”— (Textiles) 

* * * 


“Methods employed to keep abreast of developments 


are: 


“A—Consolidated and divisional financial statements 
of business results are prepared each month, showing cur- 
rent month- and year-to-date figures with comparisons for 
like periods during the previous year. Actual results are 
compared with forecasted results as deemed necessary. 
These statements are interpreted into charts as required 
or deemed to be of value for future guidance or comparison 
with goals established. 


“B—Reports of facilities and manpower in use are 
analyzed to determine economy of operation. The chief 
executive officer, monthly and/or quarterly, is supplied 
with the following additional reports: 


(1) An authorization report on the progress of changes 
and additions to facilities, including expenditures to 
date and required to complete; also the latter by periods 
for determination of cash requirements. 


(2) An analysis of inventories, by divisions of oper- 
ations, for the control of inventory accumulations. 

(3) An analysis of payrolls, by divisions of operations, 
for relating to divisional results. Also, this is used to 
relate the cut-back of manpower to the cut-back of 
production scheduling, or the necessary increase when 
production forecasts indicate the necessary scheduling 
of additional manpower. 

(4) Comparisons of actual expenditures with budgets 
for research and advertising. 

(5) Comparisons of departmental expenses of staff 
departments, current month- and year-to-date with 
comparable periods of previous year. 

“C—Meetings of the board of directors or the execu- 
tive committee are held once each month. Appointive 
committee meetings are held as required to provide the 
necessary reporting data for the board of directors or 
executive committee meetings.”— (Miscellaneous non- 
metals) 


PRE-TOP-MANAGEMENT REVIEW 


In nine out of ten reporting companies, control 


views major problems which may be brought before it by 
the central line management either by verbal presenta- 
tion or by route of special reports and studies. 


“The finance committee regularly considers reports on 
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information is subject to review and interpretation 
before it is submitted to top management. The pur- 
pose of the preliminary analysis is invariably to sim- 
plify the control function by sifting out material 
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which is not pertinent, and by drawing top manage- 
ment’s attention to certain conclusions which may be 
reached from the data. 


Cooperating executives have been careful to point 
out that the preliminary screening is not a “cover- 
up” process. It is done merely to assist in the task 
of control. 

One company executive puts it this way: 


“Control information submitted to the top executive 
group is not reviewed or analyzed before it is submitted 
but rather it is complemented by the review and analysis. 
By this I mean to say that our control statements are 
issued with the facts as they appear. There is no attempt 
to suppress from the officers any information which might 
be considered ‘bad for them to see.’ Because the officer 
group is an operating management team, we do assist them 
with analysis and interpretation of the data as it appears.” 
— (Chemicals) 


Another executive points out: 


“Control information presented is accompanied by 
analytical or interpretative data in a majority of instances, 
and particularly when operations are not consistent with 
expected results.”— (Paper) 


Analysis and interpretation of control information 
is usually done as a part-time function in reporting 
companies. In many instances the task is performed 
by the controller, in conjunction with his other duties. 
And in others, the material is accompanied by the 
interpretive remarks of the department submitting the 
original information. 


The following excerpts show how this function is 
handled: 


“Control information is comprehensively reviewed, an- 
alyzed, and interpreted by the industrial department man- 
agements before it is submitted to the executive com- 
mittee. Normally each department calls upon its own 
control, sales, and production divisions for assistance in 
this task.”— (Chemicals) 


+ &* 


“Before control information pertaining to monthly 
budgets and standards is submitted, the chief of our in- 
dustrial engineering group analyzes and summarizes some 
of the reports so that the top executives can get at the 
heart of matters without detailed study.“— (Miscellaneous 


nonmetals) 
* * 


“Control information is subject to review, analysis and 
interpretation before submission to the top executive 
group. This work is done as a staff function, performed 
by a committee composed of the comptroller and assistant 
to the executive vice-president, assisted by one analyst, 
and is in addition to their regularly assigned duties.”— 
(Miscellaneous nonmetal) 


“The information which goes into the monthly progress 
report is prepared at the operating level. Along with the 


cold financial figures, these organizations submit such 
analyses and interpretation as are pertinent to their 
operation. , 
“The foregoing is consolidated by the staff financial 
division which adds such interpretive data as is indi- 
cated.”— (Miscellaneous nonmetal) 
* * * 


“Substantially all of the control information is subject 
to review, analysis and interpretation before it is sub- 
mitted to the top executive group. For the most part 
the review, analysis or interpretation is considered to be 
an accounting function and is performed by either the 
accounting people assigned to the division or the general 
office accounting department. Needless to say, these 
individuals cannot make intelligent analysis or interpre- 
tations without discussions with sales, manufacturing or 
engineering personnel, as the case may be.”— (Railroad 
equipment) 


Some cooperators report that part of their control 
information is subject to review by persons outside 
the company. 


Thus one executive states: 


“The major portion of our control information is sub- 
ject to review, analysis and interpretation before it is 
submitted to the top executive group. Financial informa- 
tion is subjected to outside public accounting audit; a 
major part of the internal reports are analyzed and in- 
terpreted by the controller and his staff, and reviewed by 
the subcommittees before use by the operating com- 
mittee.”— (Textiles) 


The president of another company writes: 


“If the control information is incomplete or challenged 
by any member of the top executive group it may be 
referred for further review, analysis or interpretation to 
other qualified persons in or out of our organization.”— 


(Food) 


Very few companies have set up full-time staffs to 
coordinate and interpret control information. Where 
this has been done, the company is usually a large de- 
centralized organization where the function of control 
would be “exceedingly complex without the assign- 
ment of specific responsibility for gathering and evalu- 
ating the information.” 


The program of one company is described below: 


“Management controls are the responsibility of the 
control section in this company. Material for the control 
report originates in each of the organizational units and is 
submitted to the control section. The control section 
analyzes this material, deleting or amplifying wherever it 
feels necessary. In order that this analysis can be com- 
pletely impartial, this responsibility rests with the control 


section, which reports directly to top management.”— 
(Chemicals) 


Company size is usually the determining factor 
when control information is submitted to the board 
and top executive officers without interpretation. 
Smaller companies report that analysis and review 
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are not needed in their organization since top manage- 
ment is so close to operations. 


JUDICIOUS SELECTION OF CONTROLS 


Many executives cooperating in this survey point 
out the need for judicious selection of controls. The 
use of too many controls, or controls which do not 
provide useful information, they say, will reduce the 
effectiveness of the whole system, because of reduced 
morale, interference with the every-day operations of 
the business, and loss of independence of thought and 
action on the part of the executives. For this reason 
they are under constant scrutiny and review: 


“Management controls are absolutely necessary in view 
of an increasingly necessary decentralization. But these 
control methods should be subject to constant scrutiny 
in order to prevent an unnecessary increase in the number 
of reports, committees, etc., to insure that they remain 
vital and relate to the currently significant problems fac- 
ing the company and to permit the substitution of one 
method of control by a better method.”— (Industrial 
machinery, specialized) 


* + * 


“Like anything else, controls can go too far, so that 
each year a review has been made to see whether a particu- 
lar control is still necessary for the following year and if 
so, whether it can be changed in any way to make it 
more effective.”— (Miscellaneous nonmetal) 


oe Bee 


“We feel that too much control from the top would 
interfere with efficient departmental operation. We feel 
that each department should keep abreast of new develop- 
ments and trends within its own area, and have full 
authority to take corrective action except where policy 
decisions would be involved. This set-up assumes execu- 
tive type personnel at the department head level, and frees 
the chief executive officer and board of directors for gen- 
eral over-all supervision and matters involving company 
policy.”— (Machine tools) 


All in all, however, most companies see management 
controls as an extremely useful tool which assists and 
guides top management in arriving at decisions which 
affect the operations of the company. The treasurer of 
one company writes: 


“Management controls have been especially important 
to us as we have moved more fully in the postwar period 
into a decentralized type of organization with a central 
staff and some eighteen operating divisions. In fact, 
without a good program of effective control we feel that 
it would be almost impossible—or at best very burden- 
some—to follow both our consolidated and division oper- 
ations with any degree of intelligence.”— (Automotive 


equipment) 
And the assistant to the president of a foundry 
sums up the thinking of his company in this way: 


“The increasing growth of our company and the spread 
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of. our operation geographically, has created entirely new 
problems in management. Without the proper data pre- 
sented to management in condensed form, it would be 
difficult, if not impossible, to make sound decisions on 
our current problems.” 


Matcorm C. Nevunorr 
G. Ciark THompson 
Division of Business Practices 


BUSINESS FORECASTS 


(Continued from page 449) 


be down at least $5 billion, with a resulting deficit of close 
to $5 billion, as compared to $3 billion last year... . 


“On the basis of contracts and new starts, construction 
gives indications of holding at present record levels for the 
immediate future. Business purchases of new machinery 
and equipment, however, are expected to continue down- 
ward. . . . Consumer expenditures should continue to 
increase gradually, offsetting, in part, the declines of federal 
expenditures and business investment expenditures.” 


Construction 


Engineering News-Record (September 30)—“Heavy con- 
struction contract volume next year will run better than 
$15.2 billion, according to ENR’s preliminary forecast for 
1955. This means that 1955 is due to become the second 
highest year on record and will outdistance this year’s esti- 
mated $14.4 billion volume by 6%. 


“The gain forecast for 1955 is predicated chiefly on what 
looks like a record volume of contracts for state and muni- 
cipal public works of $5.8 billion, which would be 12% over 
this year’s figure. Highways should account for $2.4 billion, 
a gain of 20%, and bridges for $600 million, a 3% in- 
crease... . 


“Private construction looks as though it should hold its 
own through 1955 and possibly show a gain of 1%. Com- 
mercial building is expected to climb about 6% and indus- 
trial construction is predicted to come out of its 1954 slump 
with a similar gain in 1955. Housing is more difficult to 
predict. A 6% decline forecast for 1955 easily could turn 
out just the opposite. It depends to a large extent on 
whether lettings for large housing developments, unusually 
high in 1954, will continue into next year.” 


Labor News Release (October 14)—“Housing activity 
will continue high in 1955, according to Ewan Clague, 
special assistani to James P. Mitchell, Secretary of Labor, 
in a speech before the National Association of Home 
Builders, meeting in New York City. . . . Among particular 
segments of the population, veterans especially will exert 
pressure on next year’s new housing supply. It is estimated 
that around 5-million more veterans will take advantage of 
their GI home-loan privileges before their rights expire. A 
large proportion of these are expected to buy new houses 
before 1957... . 


(Continued on page 459) 


The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 


Housing 


1953 = 100 


January 1939 =100 


Trans- 
Tiers! acd Fuel, Furnisb- Apparel | portation 
Total Rent Power ings and 
and Water| Equipment 
1953 September.......... 101.1 102.2 100.2} 101.8 100.0 99.5 100.2 102.2 98.9 
et sev go pene 100.5 | 100.2} 100.5 102.5 100.2 99.3 100.2 102.2 99.5 
November.......... 100.4 99.5 100.6 | 102.6 | 100.2 99 .6 100.0 102.2 99 .6 : 
December.........-- 100.2 98.9 100.6 102.9 | 100.2 99.3 100.0 102.3 | 99.8 . 
Annual average...... 100.0 | 100.0 | 100.0] 100.0 | 100.0 | 100.0) _ 1000 100 0 100.0 0 : 
1954 January............ 100.6 99.8 | 101.0] 103.6 102.6 98.9 99 .6 102.1 8 99 .4 181.1 55.2 
eee eats: Sl ols 100.3 98.9 101.3 104.2 | 102.8 99.5 99.5 101.7 0 99.7 180.5 55.4 
March 100.3 98.6 101.3} 104.5 102 .6 99.5 99.7 101.4 0 99.7 180.5 55.4 
April etn monsoon 100.8 99.1 101.3 | 104.7 103 .2 99.0 99 3 100.9 0 99.7 180.5 55.4 
ES aces Se to Oaoe 100.7 100.5} 101.1 104.7 101.6 98.7 99.1 100.9 0 99 .3 181.3 55.2 
MUNG etry rate tencte 100 .4 99.7 | 101.0 |] 104.7 | 102.0 98.5 99.0} 101.0 9 99 .6 180.7 55.3 
July.. 100.6 | 100.3 101.0 | 105.5 99.7 98 .6 98.8 101.7 9 99 .4 181.1 55.2 
ARV US Gat ete o\oxspers fous 100 .4 99.5 | 101.0} 105.6 99.7 98.3 98.9 101.7 0 99 .6 180.7 55.3 
September.......... 100.2 98.6 101.1 105.7 99.7 98.6 98.9 101.9 2 99.8 180.4 55.4 
Percentage Changes 
Aug., 1954 to Sept., 1954. . —0.2 -0.9 +0.1 +0.1 0 +0.3 0 +0.2 +0.2 +0.2 0.2 +0.2 
Sept., 1953 to Sept., 1954. . —0.9 -3.5 +0.9 +4.3 -0.3 —0.9 =o 0.3 +0.9 +0.9 -0.9 +0.9 


1More stable items such as rent, utilities and parts of transportation and sundries priced quarterly. 


FOOD PRICES DROP AGAIN 


Tue ConFrerRENCE Boarp’s ten-city consumer 

price index to 100.2 (1953=100) in Septem- 
ber—which was 0.2% below the month before. This 
was the lowest point reached since December of last 
year and 0.9% below the all-time high of 101.1 re- 
corded in September, 1953. The all-items index de- 
clined in each of the ten cities—Detroit leading with 
a drop of 0.5%. The purchasing value of the dollar 
(1953100) for September was 99.8 cents, a rise of 
0.2% from the 99.6 cents of the previous month. 


A DIP for the second consecutive month brought 


Food Takes a Dip 


Lower food prices were instrumental in the all- 
items dip. A decline of 0.9% in this component off- 
set slight increases in other groups. At 98.6, the food 
index was at the same level as in March of this year— 
a decline of 3.5% since September, 1953, being the 
largest drop registered in any of the components. 
Fond prices declined in all the cities surveyed—from 
0.6% in Los Angeles to 1.8% in Detroit. September 
pork and pork products dipped sharply, and beef 
prices were off slightly. Small increases in milk off- 
set to some extent large declines in egg prices. As 
to fruits and vegetables, large cuts were reported for 
potatoes, slight Ceclines for onions, tomatoes, apples 
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and frozen orange juice, and some increases for peaches 
and green beans. Coffee, which is included in the 
“other food” segment, after a small decline in August 
made a sharp drop in September. 

The accompanying chart illustrates the indexes and 
movements over the year of some of the food groups. 
Cereals and bakery products, the most stable one, 
moved slowly upward in the first six months charted, 
then leveled off in the last six months. The com- 
bined price of meat, fish and poultry, with as much 
as 7.0% between its high and low points, centered 
around the 100.0 mark. The September index of 
96.6 is the lowest point for this group since the insti- 
tution of the meat, fish and poultry index in January, 
1953. Dairy products and eggs dipped the most 
during the year, its low point being 15.7% below its 
high mark. “Other foods,” which reached a high point 
of 114.1 in July, 1954, deviated more than any other 
group from the base point. Its low point on the chart 
(100.7) was reached in August, 1953. 


Changes in Other Index Components 


The housing index in September remained relatively 
stable, moving only 0.1% from the August reading 
of 101.0. Movement within the component was slight 
with a rise of only 0.1% in rents and one of 0.3% ii 
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housefurnishings and equipment. Fuel, power and 
water remained the same over the month. The Sep- 
tember housing figure was 0.9% above the year- 
earlier reading. Rents increased 4.3% over the same 
period. 

Changes in the apparel indexes for individual cities 
were negligible. The ten-city index in September was 
98.9, the same as in August and 1.3% below the year- 
earlier index of 100.2. 

The transportation index moved up 0.2% to 101.9 
in September—a decrease of 0.3% from the 102.2 fig- 
ure of September of a year ago. In Boston and Phila- 
delphia, the August-to-September rise was higher— 
1.3%. 

The sundries index was 101.2 in September, an in- 
crease of 0.2% from August. Over the year, sundries 
moved slightly but steadily upward from 100.3. The 
indexes for the individual cities varied from a de- 
crease of 0.5% in Houston to an increase of 0.9% in 
Indianapolis. 


Some City Highlights 


The Birmingham all-items index was 100.1 in Sep- 
tember against the peak of 101.1 attained in August, 
1952. From September, 1953, food prices fell 3.1% 
and sundries rose 1.5%. 

Boston’s largest change since September, 1953, was 
a decrease of 3.0% in the food component. The Sep- 
tember, 1954, food index stood at 98.3 and the all- 
items index at 99.3. 

Chicago was the only city with an increase over the 
year in the all-items figure. The index, at 101.6, was 
0.6% higher than in September, 1953. The principal 
contributing factor was a rise of 4.0% in housing. 


Food Price Movements 


120 
INDEX NUMBERS 


1953=100 OTHER FOOD 
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In Detroit, the all-items index, at 99.7, was 1.0% 
below the September, 1953, figure. Food showed the 
largest decrease—1.8% and 3.9% over the month and 
year, respectively. 

The only component increasing over the year in 
Houston, was housing, which was 0.9% higher. The 
all-items figure stood at 99.9. 

The sundries index rose more in Indianapolis than 
in any of the other cities—0.9% and 2.3% over the 
month and year, respectively. 

In Los Angeles, the food index dropped 5.0% from 
September, 1953—the largest decline reported for any 
of the ten cities. 

An all-items peak for New York City of 101.9 was 
reached in September, 1953. In September, a year 
later, it was down to 100.5. Food was down 4.3% from 
September, 1953, while housing recorded the largest 
increase over the same period—from 100.9 to 101.5. 

In September, 1954, Philadelphia transportation 
was up 1.6%, while food was down 3.3% from the 
September, 1953, figure. The all-items index re- 
mained relatively stable over the month at 99.8. 


James C. APICELLA 
Statistical Division 
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(Continued from page 457) 


“Among other factors which Mr. Clague mentioned as 
influencing a high rate of home building next year, were 
evidence of relatively little change in urban vacancy rates 
since 1950; the increasing tendency for older persons and 
single adults to maintain their own households, thus off- 
setting to a large degree the effect of a declining marriage 
rate; and population mobility.” 


Steel 


The Journal of Commerce (September 20)—“Leaders of 
the steel industry are not only taking an optimistic view 
towards the near-term outlcok for their business but they 
are projecting steady growth over the next two decades at 
the rapid pace of recent years. 

“For the fourth quarter, steel executives estimate a rise in 
operations to a point somewhere between 70% and 80% of 
capacity, averaging slightly above the peak 72% rate reached 
in the second quarter and nearly ten points above the third- 
quarter rate. 

“For the next twenty or twenty-five years, the steel 
leaders are projecting a rise in steel capacity and in consuimp- 
tion to somewhere between 180 million and 200 million tons, 
compared with present capacity of 124 million tons. 


“Between now and 1979. thev believe ingot capacity will 
have to be increased, on the average, close to 5-uulbon tons 
a year. For the present, however, capacity is more than 
ample, with operations at less than 70% of capavity.” 


FINANCIAL NOTES AND FOOTNOTES 


been attracting attention not only in the finan- 

cial district and among various elements in the 
population with speculative interests, but throughout 
the nonfinancial business community. A booming 
stock market tends to be interpreted as an indication 
of good times to come, and as a factor generating 
confidence and thus influencing decisions far re- 
moved from Wall Street. 

When, however, price movements in this market 
appear to be persistently independent of reports from 
industry and trade, and of what seems to be the con- 
sensus about the outlook, questions invariably arise 
in many minds. The old debate about the stock mar- 
ket as a prophet versus the stock market as a his- 
torian starts up afresh. There usually comes a time 
when observers begin to wonder whether all is well in 
the market, and whether the boom there may not de- 
velop a bust which may have unfortunate, even 
serious, repercussions on a broad front. Upon these 
occasions it is all but inevitable that analysts call to 
mind the chaotic days of late 1929 and the long 
period of misfortune that followed. 

Such a situation is upon us today. We hear from 
economists that "it can happen again." In some instances 
there is rather more than a hint that it may well happen 
again in the near-by future if affairs in lower Manhattan 
are allowed to run their present course. 

These prognosticators may or may not be on firm 
ground. Certainly it is not the purpose of this dis- 
cussion to pass judgment upon what they have to say. 
The future will in time disclose whether “another 1929 
situation” or “another 1927 situation” or some new 
complex of factors has been or is being brewed in the 
stock market. 

It may not be amiss, however, to list here some of 
the respects in which the current state of affairs differs 
from that of the autumn of 1929. In the present situ- 
ation, we had at the beginning of the upward movement 
primarily, and we still have, in very substantial degree, 
a "money market" stock market. That is to say, it was 
fed at first in large part by demand which owed its 
existence to the unwillingness of certain investors to 
accept the low and steadily declining yields on bonds. 
Institutions were earlier the mainstay of the market 
and are now a very potent factor in the situation, the 
more so since this demand is concentrated in a rela- 
tively small list of stocks. 


[ieee STOCK MARKET has of late months 


The nature of this market is clearly revealed by 
comparison of yields on high-grade bonds with those 
still to be had on common stocks. The contrast be- 
tween the present situation and that which existed 
early in the autumn of 1929 is striking. 

During most of 1928, 1929 and even 1930, yields 
offered by common stock (as measured by the com- 
bined yield of stocks listed in Standard and Poor’s 
daily price index) was much lower than that obtain- 
able on high-grade corporate bonds. In September, 
1929, the figures were 2.92% and 4.95%, the bond- 
yield figure also being that of Standard and Poor’s. 

On October 20 of this year, this list of stocks was ob- 
tainable on a basis of a 4.45% yield, while the bonds were 
yielding only about 2.84%. The gap between the two 
has been closing somewhat during recent months, but 
it is a wide one still. It would be convenient if some 
relationship between the two rates could be desig- 
nated as normal, and the current relationship meas- 
ured on such a scale, but that does not seem to be 
feasible. 

Needless to say, there is nothing in these facts to 
prove that stock yields are too high and that stock 
prices should be or will be higher. It may just as 
well be that bond yields are too low, and should be or 
will be higher. The figures presented say only that stock 
prices are not exceptionally high when measured by the 
yardstick of bond prices. 

This was most certainly not the case in 1929. 

Another contrast with 1929 is found in the fact that 
this is still essentially a cash market. There has been 
some increase in margin business but it has been 
moderate and leaves the situation in striking contrast 
with 1929. At the end of September, the latest date 
for which figures are available, brokers’ borrowings— 
1.e., total borrowings of stock exchange firms doing a 
margin business—amounted to some $1.2 billion; at 
the end of September, 1929, they stood at $8.5 billion. 
Since these borrowings finance not only margin trad- 
ing by customers of the brokerage houses, but various 
other activities of firms (such as underwritings, hold- 
ings of governments and municipals and the like) , 
neither figure is a precise measure of the volume of 
margin business being done. However, they do give 
an adequate idea of the comparative volume on the 
two dates. 

It may be said parenthetically that the brokers’ 
loan figures, so often quoted, are not a good measure 
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of the extent of speculative operations in the street, 
since borrowings to finance margin trading constitute 
but a relatively small portion of the amounts regu- 
larly reported. 

The volume of transactions in recent months and weeks, 


ee ns ONE Ween; 
although they appear large to eyes accustomed to post- 


war Operations, are in point of fact very moderate in 


ee cg de ory .Mocerare tt 
comparison with what was occurring daily in 1929, and 
particularly during the late summer and early autumn 


months of that year. 


In September, 1929, there were 1.1 billion shares 
listed on the New York Stock Exchange. Daily vol- 
ume of trading during that month averaged 4.5 mil- 
lion shares. At that rate, it would take 244 trading 
days to complete a turnover equal to the total of all 
shares listed. 

In September of this year there were 3.1 billion 
shares listed; the average daily volume of trading 
came to less than 2 million shares. Thus 1,576 trad- 
ing days would be required to turn the list over once. 
A slight increase is shown for the second week in 
October, the latest figure available, but hardly enough 
to be regarded as particularly significant. In this 
period, daily volume stood at 2.1 million shares. 

Again, such accounts as are being carried in part on 
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credit are much more conservatively margined than they 
were in 1929, and pool operations of the sort which kept 
the market in a turmoil in the late Twenties are no longer 
in evidence. 

Facts such as these lead a good many experienced 
observers to regard the present situation as compara- 
ble to 1927 rather than 1929—at the same time that 
they agree that a 1928 and 1929 to follow upon the 
situation as it now exists could well bring a collapse 
comparable with the late months of 1929 and 1930. 

There is little disposition in Wall Street to doubt 
that a very drastic and prolonged decline in stock 
prices would damage confidence throughout the busi- 
ness world, possibly seriously, and bring marked con- 
sequences in its train. At the same time, the lack of 
an over-extended credit situation, holders more of 
the investor type, and a much less vulnerable bank- 
ing situation lend confidence to those observers who 
doubt whether anything similar to 1929 is yet upon us. 

Freperick W. JoNES 
Division of Business Economics 

P.S.—Substantial postelection movements have 
occurred since the paragraphs above were written, 
but the situation appears to have undergone no 
basic change. 


FEDERAL FINANCES DOWN, LOCAL UP 


HOSE crystal-ball gazers who had foreseen a 

fiscal ‘bogey’ found cause to relax a bit last 
month—though only temporarily. They had antici- 
pated that recent cutbacks in taxing and spending at 
the federal level would soon be offset, quite possibly 
exceeded, by continued increments at the state and 
local level. 

Data on local finances covering 1953 and just pub- 
lished by the Bureau of the Census, however, lent 
themselves to the interpretation that rising fiscal de- 
mands on and by nonfederal units might not catch 
up with the reductions at the federal level by the 
end of the fiscal year 1955, the current year. This 
seemed particularly certain for taxes, although not so 
obvious for expenditures. At the same time, the new 
figures also clearly reaffirmed continuation of the 
long apparent upward trend in spending and taxing 
by regional governments—a trend making eventual 
state and local closing of the gap left by federal re- 


trenchment still a strong possibility in the near future. 


The good news implied for taxpayers in the imme- 
diate present, at least, by these figures is that 1955 
may bring a decline in the nation’s total tax bill—the 


NOVEMBER, 1954 


first such decline since the end of World War II. Ow- 
ing to the inherent difficulties in assembling data from 
the 117,000 local governing and taxing units (which 
even the Census Bureau does not attempt, relying 
instead upon a stratified sample of such units), no 
official estimates are available for local governments 
later than 1953. In that year, the total tax bill, ex- 
cluding social insurance, came to a record $83.6 bil- 
lion—$62.8 billion in federal levies, $10.6 billion in 
state taxes, and $10.2 billion assessed by local units. 


A Sizable Drop in '55 


In fiscal 1954, the year ended last June 30, federal 
taxes, on a basis comparable to that used by the 
Census Bureau in its all-government reports, turned 
down slightly to about $62 billion. Preliminary 
state reports indicate a $500-million rise in tax rev- 
enues during the year to a total of $11.1 billion. If 
local receipts moved in tandem with those of the 
states, as they have in virtually all the postwar period, 
taxes paid in 1954 to local governments might have 
come to nearly $11 billion. 

The tax total for the past year would then have 
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been about $84 billion, or just above 1953, its pre- 
vious high record. 

For 1955, the current fiscal year, the official esti- 
mates predict a drop of $5.5 billion from the 1954 
federal tax-revenue level, down to $56.6 billion. To 
the gratification of taxpayers, on the basis of recent 
trends so sharp a drop seems to stand little chance 
of being immediately offset by taxes extracted by 
nonfederal governments. 

The recent yearly increments in combined tax re- 
ceipts to the two other levels of government—$1.5 
billion in 1952-1953 and the indicated $1.1 billion for 
1953-1954—appear to stand slight chance of being 
surpassed this year, hardly to more than triple as 
would be required to offset the $5.5-billion tax relief 
originating at the federal level. The “buoyancy of rev- 
enues” (additional revenue derived from unchanged 
tax rates applied to a growing tax base of income, 
output and sales) which fortuitously implemented 
treasuries during many of the postwar years, lost 
much of its strength in 1954. As an offset, the scatter- 
ing of new taxes enacted in 1953 and 1954 and applic- 
able to fiscal 1955 revenues would not appear a strong 
enough factor either to close the gap or to maintain 
the recent annual rate of growth in tax revenues. 


The Nonfederal "Take" Won't Climb That Much 


On balance, then, it would follow that only a por- 
tion of the $5.5-billion federal cutback will be appro- 
priated by other tax assessors this year, possibly as a 
conservative estimate not much more than $1 billion. 
This would put state and local taxes in 1955 in the 
neighborhood of $23 billion, as contrasted with the in- 
dicated $22 billion collected in 1954. 

Under these assumptions, the 1955 tax bill for all 
governments, excluding social insurance and assum- 
ing no new taxes this year, might well come out to 
between $79 billion and $80 billion, roughly $4 billion 
or $5 billion less than in 1954. But with most state 
legislatures meeting early in the calendar year 1955 
and with demands particularly for additional state 
and local public works and services continuing to 
grow, the course of the nation’s total tax bill after 
1955 is necessarily subject to even greater conjecture, 
entirely apart from the effect of broad trends in em- 
ployment, output and incomes upon tax revenues. 

On the expenditure side, while data are less up to 
date and the outlook correspondingly unclear, the 
odds are for rising state and local spending to come 
closer to filling the gap left by federal reductions. In 
1953, the latest year for which over-all estimates are 
available, all governments spent $101.3 billion for 
general purposes—$8.4 billion more than in the pre- 
ceding year.1 At $73.4 billion, federal spending ac- 
counted for by far the largest share of the total; 
states spent $9.3 billion and local governments $18.6 


billion. Of the increase over 1952, the federal share 
was $6.6 billion and the combined state and local 
increment was $1.8 billion. 

Though final estimates for 1954 federal outlays and 
official estimates for 1955 are known, there are no 
data to permit more than a rough calculation of the 
probable course of other government spending in the 
two periods. For speculative purposes, some idea can 
be obtained from current estimates, by the Depart- 
ment of Commerce, of purchases of goods and services 
by these units—purchases which, in dollar value, ac- 
count for most of the outlays included in the budget- 
ary accounts of these governments. 

The Commerce series indicates a step-up of 9% in 
outlays for goods and services from fiscal 1953 to 
1954, as compared with a 7.6% increase between 1952 
and 1953, and a further increase in the first quarter 
of the current fiscal year over the annual rate for 
1954 (though the quarterly rate of increase has 
tapered off in the last six months) . 

Should a rate of acceleration in budgetary outlays 
comparable to the increase in spending on goods and 
services have persisted in 1954 and be continued into 
1955, combined state and local spending would have 
jumped from the $28 billion of 1953 to just over $30 
billion in 1954 and would possibly come out at about 
$32.5 billion in the current year. 

Adding on federal spending estimates to these pro- 
jections, total government expenditures would be 
turning down only slightly this year and quite con- 
ceivably either remain unchanged or rise slightly. The 
1954 total of all public outlays under the foregoing 
assumptions would have come to nearly $98 billion; 
but the $3.6-billion cut expected in federal spending 
in 1955 would be nearly offset by rises at the state 
and local level. The result, then, would be that total 
outlays this year may decline only slightly to the 
neighborhood of $96 billion to $97 billion. 


Turopore R. Gates 
Division of Business Economics 


‘Both tax and expenditure data in the text have been adjusted to 
a consistent basis and duplication removed from the original reports 
of the various governmental units. Federal data, in particular, 
differ from those reported in the Budget document, having been 
adapted, where possible, to the concepts and classifications used in 
Census reports on state and local finances. For 1954 and 1955, 
sufficient detail on federal expenditures to permit such adjustments 
is not yet available and Budget figures have been used instead. 
Final results will vary to the extent that the two bases of classifi- 
cation differ. 

Tax and expenditure figures on the adjusted basis for all govern- 
ments include only those from general sources or for general purposes. 
They exclude insurance trust transactions and utility and liquor 
store receipts and outlays. The concept of taxes used here also ex- 
cludes charges and other sources of general revenue, as well as refunds 
and intergovernmental revenues and transfers not derived from the 
“own sources” of the respective governments. Expenditures are for 
“own purposes” by each level and include outlays on a gross basis 
by government enterprises and funds. They exclude, among other 
items, debt retirement, loans, investment in financial assets, and 
intergovernmental transactions. Local data are estimates, based in 
part upon a random sample. 


BUSINESS RECORD 


STATISTICS OF THREE RECESSIONS 


f° handy reference, rates of change in key busi- 
hess statistics during three recent recessions— 
1937-1938, 1948-1949, and 1953-1954—are shown in the 
table below. To facilitate comparison of the relative 
severity of these recessions, percentage changes are 
shown for such leading economic series as gross na- 
tional product and components, inventories and sales, 
industrial production, and retail and wholesale prices. 
In each case, the comparison is made in terms of peak 
to trough for the individual series. 


In 1953-1954, private capital formation declined 
much less than in the two earlier recessions, while gov- 
ernment purchases of goods and services fell more 
sharply. The percentage drop in manufacturing in- 
ventories this time is, thus far, less than in 1948-1949. 
There has also been a similar decline in trade in- 
ventories. 


Consumers’ disposable income has actually risen 


in 1953-1954, whereas it fell in the earlier recessions. 
Consumer spending for durable goods fell propor- 
tionately more than in 1948-1949, but less than in 
1937-1938. Consumer spending for services, which 
fell off in the 1937-1938 recession, rose sharply during 
1948-1949, less sharply in 1953-1954. 


The behavior of prices over the most recent reces- 
sion departs strikingly from their behavior in earlier 
periods. Against the experience of 1937-1938, con- 
sumer prices and nonfarm wholesale prices have fallen 
very little. Measured from the 1953 peak to the 
1954 trough, the drop in farm wholesale prices was 
significantly less than in earlier recessions, although 
it should be noted that farm prices had been declin- 
ing irregularly for some time prior to their 1953 peak. 

The declines in employment, hours, and earnings in 
1953-1954 have been similar to 1948-1949, but sub- 
stantially less than in 1937-1938. The same holds true 
for the industrial production index. 


CONTRACTION IN THREE RECESSIONS 


Per cent change from peak to trough; quarterly data seasonally adjusted at annual rate! 


Item Dates a4 heey Dates i — Dates pee = 

Gross national product................ 1937-1938 -6.2 | 4th Q. ’48-4th Q. ’49 -8.2 | 2nd Q. ’53-1st Q. ’54 -3.8 

Personal consumption expenditures..... 1937-1988 -4.0 | 4th Q. ’48-Ist Q. 49 -0.9 | 8rd Q. ’53-4th Q. ’53 -0.6 

Rots 2 ee eS 1937-1938 -17.4 | 8rd Q. ’48-Ist Q. 49 | -6.1| Ist Q. ’53-Ist Q. 54 | -7.9 

Nondurables.............00.... 0005 1937-1938 -3.4 | 4th Q. ’48-Srd Q. 49 | -3.8 | 2nd Q. ’53-3rd Q.’53 | -0.8 

Bariseee A Bek 1937-1938 -0.4 | Ist Q. 484th Q. 49 | +12.6 | Ist Q. °53-Srd Q. 54 | +7.1 
rmation: 

Se A el ea Se peers atte 1937-1938 -9.1 | 3rd Q. ’48-2nd Q. ’49 -8.2 | Qnd Q. ’53-8rd Q. 753 -1.2 
Residential nonfarm............... 1937-1938 -5.8 | 2nd Q. ’48-2nd Q. 49 | -14.6 | 2nd Q. ’53-Ist Q. 54 —4.1 
cre ee ae nS 1937-1938 -20.0 | 4th Q. ’48-8rd Q. 49 | -8.2 | Qnd Q. ’53-3rd Q.’53 | -1.5 

Predkiceis’ durables: 228... ccc cs css: 1937-1938 29.4 | 3rd Q. ’48-Ist Q. 50 | -15.7 | 3rd Q. ’53-3rd Q. 54 | -11.3 

Government purchases................ 1937-1938 +9.4 | 2nd Q. ’49-2nd Q. 50 -9.7 | 2nd Q. ’58-8rd Q. 54 | -11.7 

Disposable personal income............ 1937-1938 -7.5 | 4th Q. 484th Q. 49 -3.0 | Ist Q. 53-3rd Q. 54 | +1.9 

Industrial production?................. Mar. ’37—May ’38 -33.8 July ’48-Oct. 49 -10.5 May 63-July 54 -10.2 

Manutacttires’.. 3. 6s.c.0-cs5+e ss oe0 May ’37-June ’38 85.4 June ’48—Nov. 749 -8.7 May ’53-July *54 -10.8 
Durables te cet Wns as b+ oie July ’37-June ’38 -50.8 Oct. ’48-Nov. 749 -16.8 July ’53-July 54 -14.6 
INondurables?:.cck.weasien sens oe le Apr. ’37-May ’38 —23 .2 Jan. ’48-July ’49 -5.8 May ’53-Dec. ’53 -8.9 

Miinierals: fer is isaa, cistth say ceased actin Mar. ’37—May ’38 -25 .0 June ’48-Oct. 49 -380.6 July 53-Sept. "54 -9.2 

Consumers’ price index’................ Sept. ’37—Aug. 739 -5 4 Aug. 48-Feb. 50 4.2 Oct. '53—Apr. °54 -0.7 

Wholesale price index’................. Apr. ’87-Aug. ’39 -14.9 Aug. 48-Jan. ‘50 -8 .0 Sept. 58-Sept. ‘ 54 -0.9 

INGHLAPINe Fete es. Sorata sao tes weak e Apr. ’37—Aug. ’39 -7.3 Nov. 48-Suly | 49 -5.4 Aug. '53—June 54 -0.6 

IB ATTA AeA See Tote tsa Tees op he OH sho Mar. See 39 oer San ae S me of ne Bent: ie a 

ural employment?...... Aug. ’37-June 38 -9. ept. ’48-Feb. : uly ’53-Aug. ’ Zoey 

ate erating Pe Pees | We a7eAuy 88 -4.8 | Jan. '49-Nov. °49 -0.9| May ’54-Aug. '54 “1.1 

Average weekly hours’................. Mar. ’37-Jan. 38 -18.5 Dec. ’47—Apr. 749 -7.0 Dec. ’52-Apr. ’54 6.5 

peices ‘ SO sean ts care n.a n.a Feb. ’49-Nov. ’49 -10.4 Sept. ’53-Aug. 54 -6.8 

Retail trade sae ec. c tharos fice vonekes n.a n.a Dec. ’48-June ’49 -3.5 Sept. ’53-July 754 -2.3 

Wholesale trade?.............-..+.-- n.a n.a Nov. ’48-Oct. ’49 -5.0 Oct. ’53-Apr. 754 -3.3 

A alae Berea a teeta hayraties igi 0 n.d. n.a Sept. ’48—Dec. ’49 -13.4 July ’53—Feb. ’54 -10.4 

loot Ceo ae eee eee na. n.a June ’48-—July 49 | -18.3| May ’s3-Jan.’54 | -19.8 

aCkloge ett org 4 ~ Me cscsuscapsie oe» n.a n.a Jan. ’47—Aug. ’49 -41.0 Sept. ’52-Aug. ’54 -39.3 
mstant dollars ' ¥ ; 

Addendum eaerie expenditures. . . 1937-1938 -2.3 | 2nd Q. 747-8rd Q. "48 -1.5 @nd Q. "584th Q. 58 -1.8 

Disposable personal income.......... 1937-1938 -5.7 | Ist Q. ’49-3rd Q. 749 -1.3 | 2nd Q. ’53-4th Q. ’58 -0.6 


*No official seasonal correction available. 


1Where data were the enue for two or more months, the earliest peak and the et asehnie 


atest trough were selecte 
Seaso adjusted. 
Sources: Department of Commerce; Bureau of Labor Statistics; Federal Reserve; Taz Conrrrencr Boarp 
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Industrial Production Total Business Sales 


1947-1949=100 Billions of dollars 
150 60 
140 
130 
50 
120 
110 
100 40 
1953 1954 1953 1954 


Sources: Federal Reserve; Department of Commerce 


SELECTED BUSINESS INDICATORS 


1954 Percentage Change 
Item Latest Month | Latest Month 
August July over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 124 124 |r 123 0 -6.8 
Purable Coods G9) jou. cc cetinsens or as 1947-49 = 100 135 135 134 0 -11.2 
Nondurable goods (S)................... 194'7-49 = 100 116 |r 115 115 +0.9 -0.9 
Wineralsts cence atk oe eens ae 1947-49 = 100 109 |r 109 |r 112 0 -7.6 

Consumer durables (S)!.................4. 1947-49 = 100 106 |r 115 |r 117 -7.8 -12.4 

NI SOHINE TOUISene Senn odor harceerracnssamatemests 1945-47 = 100 218.6 |r 203.7 205.7 +4.9 -34.9 

Construction contracts awarded, residential‘ million dollars 777 693 745 +12.1 +53.3 

Construction contracts awarded, other’... .. | million dollars 1,039 880 1,091 +18.1 -15.8 

Retarl:sales’ (S)..)..5. ete: do das PRN a Pacek million dollars n.a. 14,170 14,272 -0.7 +0.7 

Retail inventories (S)*.................... million dollars n.@, 22,451 |r 22,4038 +0.2 1.4 

Department store sales(S)................. 1947-49 = 100 108 112 111 -3.6 +0. 9 

Department store inventories (S)‘.......... 1947-49 = 100 n.a. 124 124 0 -5.3 

Manufacturing sales (S)...................|] million dollars 23,700 |r 23,500 |r 24,055 +0.9 -6.6 

Manufacturing inventories (S)*............ million dollars 43,600 |r 43,900 |r 44,194 -0.7 7.4 

Manufacturing new orders (S)............. million dollars 24,200 |r 22,600 |r 22,551 +7.1 +6.8 

Manufacturing unfilled orders‘............. million dollars 47,700 |r 47,300 |r 48,314 +0.8 -29.0 

Carloadings, total’. 27. ro. 2 ions ons scr nee thousand cars 687 678 656 418 -13.5 

Carloadings, miscellaneous®................ thousand cars 341 337 324 +1.2 aed 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 90.8 91.2 91.5 -0.4 +2.1 

Wholesale commodity prices, all........... 1947-49 = 100 110.0 110.5 110.4 0.5 ~0.9 
Verity ty; eden ee toe, ae ad a 1947-49 = 100 93.6|r 95.8 96.2 -2.3 4.6 
Tntlustriies Wow, ee ces otras, ee 1947-49 = 100 114.4 114.4 114.8 0 0.3 

Consumers’ price index.s 7.) i/o + gcats cols 1947-49 = 100 114.7 115.0 115.2 0.3 -0.4 

Farm parity price ratio................... 1910-14 = 100 88 89 88 yh hau 

Non-agricultural employment.............. thousands 54,617* 55,349 * 54,661 -13 na 

Unemployment: ees ee ee chee thousands 3,099* $,245% 3,346* wae no. 

Factory employment..................... thousands 12,593 |r 12,448 |r 12,912 fg 10.4 

Average weekly hours worked, manuf’ing. . . || number 89.7 39.7 39.4 0 fai: 

Average hourly earnings, manufacturing. .. . |} dollars 1.81 1.79 1.80 Syn] aye 

Personal income (S)’......................]| billion dollars n.@. 285.4 285.7 -0.1 tie 

Bank debits, outside New York City* 
ik debits, outside New York City®....... million dollars 62,241 61,683 

Business loans®........... PR S's ae million dollars 20,984 | 0'7ss | er'ela Lote the 

Consumer instalment credit outstanding‘. .. .|| million dollars n.a, 21,310 21,246 0. reas 

Midian held money supply*.............. billion dollars n.a. 200.8 |r 200.4 a 3 He 

Federal budget receipts................... million dollars 4,951 3,911 2,827 26.6 +358 

Federal budget expenditures...............|} million dollars 5,019 6,731 4,827 oe = 

Defense expenditures..................... million dollars 3,479 8,532 3.198 Bios 76a 

Federal budget surplus or deficit, cumulative™| million dollars —4,888 —4,820 -2,000 Me ee 

: - ; - : Ree 
shipments rn consumer durables ‘Annual ate daily spot market prices nen : -: 7 n.a.Not available 
eastern sta centers Adjusted for seasonal variati 
4End of month 9 wi 
'Average weekly Fs Nd ue ednenan Seg Sy 1068 date: bashineptn aes sample; not directly comparable to earlier data 
Sources: Associatio i i F i ics; cat 
National Machine Tool Bullion teeta tees Tene eee Bie Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
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